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EXECUTIVE  SUMMARY 


Since  1962,  all  provinces  except  Quebec  have  had  their  provincial  personal  income 
taxes  (PIT)  collected  on  their  behalf  by  the  federal  government  under  the  terms  and 
conditions  of  the  Tax  Collection  Agreement.  With  this  arrangement  having  been  in 
place  now  for  30  years,  it  should  come  as  no  surprise  that  many  provincial 
bureaucrats  are  not  fully  aware  of  what  the  Department  of  National  Revenue 
(Taxation)  does  or  how  it  operates. 

This  essay  explains  the  Department’s  (also  referred  to  as  Revenue  Canada,  Taxation 
or  RCT)  administration,  especially  as  it  relates  to  Ontario.  The  Department  is  large 
and  complex,  therefore  no  effort  has  been  made  to  explain  its  functions  in  their 
entirety.  Only  those  roles  relating  to  Ontario’s  PIT  are  covered.  The  essay  is 
structured  so  that  overview  information  is  at  the  front,  with  detailed  information 
contained  in  the  appendices.  An  adequate  understanding  can  be  obtained  by  reading 
the  overview  portion  of  the  essay. 

The  tax  system,  with  increasing  frequency,  is  being  used  by  the  federal  government  to 
implement  or  further  define  its  social  policy  direction.  Most  notable  examples  are  the 
recently-passed  pension  reform  legislation  and  the  Goods  and  Services  Tax  Credit 
(GSTC).  In  its  1992  Budget,  the  federal  government  announced  that  its  existing 
family  allowance,  child  credit  and  refundable  child  tax  credit  programs  would  be 
unified  into  a  single  program,  effective  January  1,  1993.  The  new  "consolidated  child 
tax  benefit",  based  on  income-related  eligibility,  will  be  delivered  through  the  federal 
PIT  system. 

Very  simply,  pension  reform  legislation  requires  the  Department  to  inform  taxpayers, 
via  a  statement,  of  the  "room"  they  have  remaining  for  RRSP  contributions.  As  for 
the  GSTC,  it  is  mailed  to  eligible  taxpayers  four  times  a  year  beginning  in  December, 
1990. 

The  Minister  of  National  Revenue  has  stated  publicly  that  the  Department  is 
committed  to  a  paperless  tax  environment  for  taxpayers  by  1994.  To  help  achieve 
this  goal,  RCT’s  electronic  filing  pilot  (run  in  Winnipeg  during  the  1990  season)  was 
expanded  to  all  western  provinces  and  the  Northwest  Territories  for  the  1991  taxation 
year.  Legislative  changes  have  been  initiated  to  permit  paperless  filing  of  returns  on 

• 

-  i  - 


a  national  basis  for  the  1992  taxation  year  (filed  in  1993).  The  RCT  system  (EFILE), 
a  derivative  of  the  Internal  Revenue  Service  (IRS)  system,  is  still  paper  intensive. 
However,  Department  management  believes  it  will  evolve  into  a  paperless  system  by 
1993  or  1994.  The  Department  also  believes  EFILE  is  superior  to  the  IRS  model. 
Future  plans  call  for  an  expansion  of  electronic  filing  to  include  corporate  returns 
(T2)  and  trust  returns  (T3). 

As  a  complement  to  this  system,  direct  deposit  of  refunds  was  offered  to  taxpayers 
starting  in  the  1991  tax  season  on  a  pilot  basis  in  Manitoba.  All  T1  taxfilers  can  now 
benefit  from  this  initiative. 

To  ease  complexity,  an  extension  of  the  T1  Special  was  introduced  for  the  1991  tax 
season.  Separate,  one-page  returns,  targeted  at  senior  citizens  and  low  income 
taxpayers  (referred  to  as  a  T1  65  Plus  and  T1  Short,  respectively)  emphasize 
simplicity.  For  example,  the  senior  citizen  return  has  pre-printed,  senior  citizen 
specific  information,  so  that  qualified  users  are  required  to  input  their  income, 
deductions  and  certain  other  credits,  but  are  not  required  to  calculate  their  refund  or 
tax  owing.  With  the  introduction  of  the  child  tax  credit,  the  number  of  people  filing 
returns  increased  substantially.  The  T1  Short  is  targeted  at  those  taxpayers  who  file 
principally  to  obtain  credits.  These  changes  are  expected  to  ease  filing  for  those 
specific  taxpayer  segments  and,  at  the  same  time,  simplify  processing  for  RCT. 

The  recently-passed  legislation  requiring  social  insurance  numbers  (SIN)  on 
information  slips  will  facilitate  enhanced  matching  programs  to  augment  other 
taxpayer  compliance  initiatives.  By  providing  for  a  common  identifier,  the  SIN 
legislation  has  solved  one  of  the  major  stumbling  blocks  to  greater  use  of  matching 
routines. 

The  Department  used  two  forms  of  matching  in  the  past.  Pre-matching  (at  the 
beginning  of  T1  processing)  reviews  unemployment  insurance  benefits  and  family 
allowance  benefits  as  well  as  Old  Age  Security  Pensions  and  Canada  Pension  Plan 
benefits  in  an  effort  to  correct  errors  and  uncover  unreported  income.  Post 
assessment  matching  (after  the  processing  cycle,  usually  in  the  fall  of  the  year)  targets 
improper  tax  credit  claims  and  undisclosed  income.  Also,  post  assessment  matching 
utilizes  data  bases  not  available  during  return  processing. 

Even  the  limited  matching  exercises  conducted  in  the  past  have  provided  a  very 
substantial  return  on  investment.  In  1991  there  was  a  recovery  of  $1.3  million  per 


person-year  employed.  The  Department  recognizes  the  latent  value  of  the  matching 
function,  and  plans  currently  under  development  via  projects  such  as  the 
Miscellaneous  Information  Slip  Processing  (MISP)  study  will  eventually  exploit,  more 
fully,  the  benefits  of  matching.  Presently,  this  initiative  must  compete  for  scarce 
resources  with  other  technology-intensive  initiatives. 

In  summary,  Revenue  Canada,  Taxation  experiences  many  of  the  same  problems  as 
those  of  other  tax  jurisdictions.  They  have  attempted  to  address  some  of  these 
problems  through  increased  use  of  technology.  This  essay  is  intended  to  provide 
readers  with  a  better  understanding  of  federal  administration  of  personal  income  tax, 
and  its  specific  effects  in  the  Ontario  context. 

The  information  which  follows  was  gathered  from  RCT  reports,  published  federal 
information  sources  and  from  interviews  with  RCT  personnel.  Much  of  the  material 
was  acquired  in  1991.  Since  the  information  was  amassed,  RCT  has  commenced  a 
re-organisation  of  its  structure  and  functions,  which  the  Department  expects  to  be 
concluded  by  the  end  of  1992.  Revisions  to  the  essay  have  been  made  based  on 
comments  provided  by  RCT  following  a  review  of  draft  copies  supplied  for 
Departmental  feedback. 

As  a  supplement,  Appendix  7  has  been  added  to  reflect  recent  changes  to  the 
Department’s  organisational  structure  and  to  include  the  Department’s  recently- 
issued  Mission  Statement.  Readers  are  advised  to  refer  to  the  contents  of  Appendix  7 
during  their  review  of  this  essay.  Generally,  the  organisational  changes  currently 
underway  or  planned  do  not  minimize  the  relevance  of  the  material  presented  herein. 
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INTRODUCTION 


History  and  Purpose 

•  Personal  income  tax  (PIT)  is  the  single  largest  revenue  source  for  Ontario  and  for 
most  other  provinces.  The  1991  Ontario  Budget  reports  that  personal  income  tax 
accounts  for  nearly  46  per  cent  ($15.4  billion  of  $33.6  billion  total  reported  as 
interim  for  1990-1991)  of  provincial  taxation  revenues.1  Personal  income  tax 
represents  over  one  third  (37.1%)  of  the  total  estimated  provincial  revenue  of 
$43.0  billion.2 

•  Personal  income  tax  is  an  important  source  of  revenue,  yet  it  is  not  administered 
by  the  Ontario  Ministry  of  Revenue.  As  a  consequence,  very  little  practical  or 
first-hand  knowledge  of  administrative  policies  and  practices  exist  within  the 
province  as  to  how  the  tax  is  administered.  Our  knowledge  base  is  largely 
dependent  on  those  staff  members  who  join  the  Ministry  of  Revenue  or  the 
Ministry  of  Treasury  and  Economics  from  Revenue  Canada,  Taxation  (RCT). 

•  This  report  is  intended  for  use  by  staff  of  the  Ministry  of  Revenue  and  the 
Ministry  of  Treasury  and  Economics.  It  is  designed  to  help  them  understand  the 
structure  and  processes  of  RCT’s  system  of  administering  personal  income  tax. 
Furthermore,  it  is  intended  to  assist  the  Fair  Tax  Commission  in  its  efforts  to 
ultimately  report  on  the  fairness  and  equity  consequences  of  Ontario’s  tax  system. 


Rationale 


•  This  report  documents  in  a  fairly  comprehensive  fashion  how  Revenue  Canada, 
Taxation’s  personal  income  tax  system  works,  with  particular  reference  to 
Ontario. 

•  Areas  covered  in  the  report  include,  among  other  topics: 

RCT’s  organization  and  functions; 

RCT  systems  -  key  elements; 

the  Tax  Collection  Agreement  with  Ontario; 

impact  of  legislation  changes  and  budget  measures;  and 

future  trends  and  directions. 

•  The  report  is  structured  to  provide  a  general  overview  initially.  Further  detail  is 
provided  in  the  Appendices. 


1  Ministry  of  Treasury  and  Economics,  1991  Ontario  Budget,  p60. 

2  1991  Ontario  Budget  Papers,  p59. 
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ONTARIO  PIT  COMPARED  TO  ALL  OF  CANADA 


1989  TAXATION  YEAR 


Number  of 
Returns 

Total 

Income 

Total 

Deductions 

Provincial 

Income 

Tax 

Payable 

Federal 

Income 

Tax 

Payable 

Canada 

18.2m 

$43 1.8b 

$37.2b 

$22. 3b 

$55. 4b 

Ont. 

6.7m 

$183. 5b 

$15. 9b 

$12. 8b* 

$25. 3b 

Precise  comparisons  with  figures  released  by  Ontario  are  difficult  because  the 
federal  figure  excludes  reassessments,  etc.  However,  actual  PIT  of  $13.5b  is 
reported  for  1989-1990  in  the  1991  Ontario  Budget  Papers,  which  suggests 
reasonable  accuracy  for  comparison  purposes. 


Note:  The  universe  of  the  tax  returns  from  which  the  sample  is  drawn  is  based  on  the 
the  total  number  of  individuals  who  filed  1989  T1  returns  in  1990,  excluding: 

1)  prior  taxation  year  returns  filed  during  1990,  and  2)  reassessements  of  1989 
returns. 

The  PIT  figures  reported  in  the  1991  Ontario  Budget  are  based  on  a  fiscal  year 
(as  opposed  to  a  calendar  year  for  federal  statistics)  and  are  net  of  of  Ontario  Tax 
Credits.  Ontario  PIT  estimates  used  in  the  Ontario  Budget  are  calculated  on  a 
basis  which  differs  from  the  federal  formula. 
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Background: 


•  All  of  the  provinces  levy  personal  income  taxes  and  corporation  taxes.  Revenue 
Canada,  Taxation  collects  PIT  for  all  provinces  (except  Quebec)  under  collection 
agreements.  For  a  detailed  review  of  the  collection  agreement,  refer  to  Essay  #2, 
entitled  The  Federal-Provincial  Tax  Collection  Agreement:  How  Ontario 
Receives  Its  Personal  Income  Tax. 

•  Corporation  taxes  are  also  collected  by  the  federal  government,  except  for  the 
provinces  of  Ontario,  Quebec  and  Alberta  which  collect  their  own. 

•  The  volume  of  individual  returns  (T1  returns)  processed  and  taxes  involved  for 
1989  for  Canada  and  Ontario,  respectively,  are  noted  in  the  table  opposite.3 


3  Revenue  Canada,  Taxation.  Taxation  Statistics,  1991  Edition.  Minister  of  Supply  and  Services  Canada,  Ottawa,  1991,  p89. 
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THE  SELF-ASSESSMENT  SYSTEM 


•  One  in  which  each  taxpayer  must  file  an  annual  return  in  which  he  or  she  declares 
his  or  her  own  income  and  calculates  the  payment  owing  or  refund  due. 


Essential  Elements 

Deductions  at  Source 

Governments  require  funds  throughout  the  year:  it  would  be  costly  to  await  April  30  to 
receive  all  PIT  revenues.  The  financial  self-discipline  required  to  budget  for  a  once-a- 
year  income  tax  payment  would  be  beyond  many  individuals.  The  bulk  of  PIT  revenues 
received  by  RCT  are  remitted  by  employers,  financial  institutions,  pension  plan  trustees 
etc.  throughout  the  year  as  they  make  taxable  payments  to  individuals. 

Instalment  Payments 

The  self-employed,  and  those  individuals  who  have  significant  investment  or  property 
income,  do  not  have  tax  deducted  at  source.  In  order  to  ensure  that  tax  revenues  from 
these  individuals  flow  to  RCT  throughout  the  year,  a  system  of  payment  by  quarterly 
instalment  is  required. 

Assessments  and  Returns  Processing 

For  taxation  year  1989,  approximately  18.2  million  T1  individual  income  tax  returns 
were  received  and  assessed  by  RCT.4  As  the  bulk  of  returns  are  filed  in  March  and 
April  each  year,  this  function  is  mainly  seasonal  and,  of  necessity,  highly  automated. 
During  the  summer,  priority  is  given  to  refund  returns  filed  prior  to  April  30. 

Assessment  of  emigrants  and  deceased  taxpayers  is  required  throughout  the  year  and 
reassessment  of  returns  following  audits,  post-assessing  checks  and  taxpayer  requested 
adjustments  are  also  largely  non-seasonal. 

Enquiries  and  Information 

Enquiries  come  from  a  variety  of  sources  apart  from  individual  taxpayers.  Employers, 
financial  institutions,  pension  funds,  the  media  and  non-residents  all  generate  significant 
workload.  District  Offices  maintain  a  business  enquiries  service  which  responds  to 
queries  from  the  tax  professions  and  the  self-employed.  The  Department  publishes  an 
extensive  series  of  interpretation  bulletins,  information  circulars,  guides  and  pamphlets  on 
topics  of  particular  interest.  In  addition,  starting  with  the  1988-89  fiscal  year  the 
Department  introduced  its  Public  Enquiries  Information  Bank  (PEIB)  to  provide  enquiries 
officers  with  an  extensive  reference  data  bank  that  they  access  through  desk- top 


4  ibid,  p83. 
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terminals.  With  recent  technological  improvements,  PEIB  will  expand  to  include  an 
increasingly  greater  number  of  documents  including  RCT’s  operational  manual.  All 
offices  have  access  to  PEIB.  To  complement  PEIB,  the  Public  Enquiry  Prompt  System, 
an  automated,  "artificial  intelligence"  system,  will  draw  upon  information  and  knowledge 
obtained  from  a  variety  of  sources  (including  experience  of  staff)  to  provide  decisions  that 
would  be  made  by  experts  in  under  similar  circumstances.  The  "expert  system" 
prototype  was  planned  for  implementation  in  the  spring  of  1992. 

Collections 

Not  all  taxpayers  pay  voluntarily.  A  system  of  dunning  letters  is  used  to  persuade 
delinquents  to  remit  outstanding  balances.  Amounts  remaining  unpaid  are  referred  to 
District  Offices  for  personal  contact. 

Audit  and  Post-Assessing 

The  efficacy  of  any  self-assessment  system  depends  upon  taxpayers’  perceptions  of  the 
likelihood  of  being  caught  for  non-compliance.  Audits  and  post-assessing  checks  verify 
income,  expenses,  deductions  and  credit  claims  reported  by  individuals,  as  well  as 
matching  of  information  received  from  third  parties  (T4  returns  from  employers,  T3 
returns  from  trusts  and  T5  returns  from  financial  institutions  are  examples)  to  amounts 
declared  in  T1  returns.  Discrepancies  are  highlighted  for  follow-up  action. 

For  an  understanding  of  the  relationship  between  Revenue  Canada,  Taxation  audit  activity 
and  coverage  and  Ontario  PIT  revenue  effects,  refer  to  Essay  #2,  entitled  The  Federal- 
Provincial  Tax  Collection  Agreement:  How  Ontario  Receives  Its  Personal  Income 
Tax. 

Appeals 

Taxpayers  sometimes  disagree  with  their  assessments  and  reassessments.  The  Appeals 
function  provides  an  independent,  internal  review  of  disputed  actions  and  resolves  about 
85  per  cent  without  subsequent  reference  to  the  Courts.5 


5  Revenue  Canada,  Taxation,  Inside  Taxation  1988-1989.  p56. 
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DEPARTMENT  OF  NATIONAL  REVENUE  (TAXATION) 


ORGANIZATION 


Overview 

•  refer  to  Appendices  for  greater  detail 

•  The  Minister  of  National  Revenue  has  two  Deputy  Ministers  -  one  for  Taxation 
and  one  for  Customs  and  Excise.  The  two  sides  function  independently,  virtually 
as  separate  departments. 

•  In  RCT,  policy  is  centralised  in  Ottawa  Head  Office  while  operations  are 
decentralized  through  5  Regional  Offices  to  8  Taxation  Centres  and  37  District 
Offices  (does  not  include  a  new  office  looking  after  international  PIT  matters).6 
See  organization  chart  opposite  and  Appendix  1  and  Appendix  7. 

To  comply  with  the  mandate  of  this  project,  only  the  Taxation  Programs  Branch  is 
discussed  in  detail  (see  Appendices  2  and  3).  This  branch  has  the  most 
significant  and  direct  impact  on  the  administration  of  Ontario  taxes. 

Head  Office 

The  primary  role  of  head  office  is  to  provide  the  functional  policy  direction  required  by 
the  decentralized  operations  of  the  organization.  Head  office,  in  addition  to  developing 
policy,  sets  and  refines  national  programs  and  allocates  resources  down  through  the 
regions  and  district  offices.  It  also  directs  the  development/maintenance  of  computer 
programs.  A  hint  of  RCT’s  functional  mandate  is  provided  by  a  review  of  the 
Directorates  reporting  to  each  branch  Assistant  Deputy  Minister.  For  example,  reporting 
to  the  ADM,  Taxation  Programs  are  the  following  Directorates: 

Collections  and  Accounting; 

Assessing  and  Enquiries; 

Audit  Programs; 

Non-resident  Taxation;  and 
Compliance  Research  and  Investigations. 


Regional  Offices 

Each  region  is  headed  by  an  Assistant  Deputy  Minister.  The  regional  ADMs  provide  the 
link  between  policy  and  operations.  They  participate  in  high  level  policy  setting,  but 
their  main  role  lies  in  implementing  the  functional  policy  direction  delivered  by  head 
office.  The  regions  then  disseminate  policy  and  procedure  to  the  district  offices.  This 
regional  structure  helps  ensure  that  RCT  programs  and  policies  are  applied  uniformly  and 


A  detailed  description  of  the  Department  is  provided  in  Appendix  1  and  an  overview  only  is  provided  in  this  section. 
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impartially  across  the  country.  The  regions  also  co-ordinate  and  monitor  the  activities  of 
the  district  offices  and  taxation  centres  in  their  area. 

District  Offices 

District  offices  are  the  most  publicly  visible  "front  line"  component  of  the  RCT 
organization.  In  the  event  that  taxpayers  require  face-to-face  contact  with  the 
Department,  or  want  to  phone  the  Department,  they  are  encouraged  to  use  the  district 
office  network.  Recently,  taxation  centres  assumed  a  more  active  taxpayer  service  role. 
They  now  offer  face-to-face  service  and  handle  most  written  contacts. 

To  provide  a  high  level  of  customer  service,  a  total  of  thirty-seven  district  offices  nation¬ 
wide  are  maintained.  Fourteen  are  located  in  Ontario’,  with  four  of  the  fourteen  located 
in  and  around  Metropolitan  Toronto  (North  York  is  the  fourth  office  in  the  Toronto 
vicinity).7  Although  not  strictly  a  district  office,  the  recently  established  (fiscal  1990- 
1991)  International  Taxation  Office  has  the  responsibility  for  the  assessment  and 
reassessment  of  Tl,  T2,  and  T3  returns  due  from  non-resident  taxpayers.8 

Taxation  Centres 

The  principal  responsibility  of  the  eight  taxation  centres  (TC)  is  processing  tax  returns. 
While  the  centres  are  responsible  for  all  returns  filed  by  taxpayers  (individual,  corporate, 
trusts,  etc.)  by  far  the  largest  volume  group  is  Tl  Individual  returns. 

Obviously,  tax  return  data  capture  will  remain  the  essential  feature  of  TC  operations  in 
the  future.  However,  an  expanded  customer  service  role  has  developed.  The  current 
operating  environment  allows  TCs  to  contact  taxpayers,  or  vice  versa,  to  clarify  matters 
noted  on  a  submitted  return,  either  during  initial  processing  or  after,  or  during  post- 
assessing.  Some  taxpayers  in  the  past,  however,  appeared  at  taxation  centres  and 
expected  the  same  personalized  service  normally  provided  through  district  offices. 
Taxation  centres  now  have  the  mandate  to  service  drop-in  clientele. 


By  comparison,  located  throughout  the  province,  the  Ontario  Ministry  of  Revenue  has  eight  retail  sales 
tax  field  offices  and  six  employer  health  tax  regional  offices  which  offer  a  full  range  of  services  to  their 
clients. 


7  Revenue  Canada,  Taxation,  Inside  Taxation  1988-1989.  p75. 

*  Revenue  Canada,  Taxation,  1990-1991  Estimates  Part  III,  p34. 
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HOW  THE  PIECES  FIT  TOGETHER 


To  show  how  the  individual  components  discussed  in  the  overview  essay  and 
accompanying  appendices  fit  together,  this  section  develops  a  taxpayer  scenario.  The 
taxpayer,  Joe  T.  Payer  is  typical  in  many  ways  of  most  people,  but  in  order  to 
demonstrate  how  the  system  works,  additional  (in  combination,  atypical)  tax  issues  are 
presented.  Readers  might  try  to  imagine  themselves  in  Joe’s  situation. 


Joe  T.  Paver  Profile 

had  full  and  part-time  jobs  through  the  year  (more  than  one  T4  slip) 
self-employed  income  (financial  statements  required) 

collapsed  RRSP  to  finance  self-employment  start-up  (T4  RSP  information  slip) 

rental  occupant  (rental  receipts  for  OTC  claim) 

married,  with  one  child  therefore  family  allowance  recipient  (TFA1  slip) 

claims  spousal  non-refundable  tax  credit 

lives  in  Windsor,  Ontario 

Appendix  5  discusses  filing  requirements,  tax  return  processing  and 
information  slips 

The  Situation: 


files  April  30  because  of  delay  in  preparation  of  financial  statements 
sends  his  T1  return  to  Sudbury  taxation  centre  (if  he  lived  in  Toronto  or  National 
Capital  Region  the  return  would  go  to  Ottawa  TC)  (see  Appendix  4  for  Taxation 
Centre  role) 

taxpayer  calculates  a  refund  owing 

does  not  use  a  personalized  return,  omits  his  spouse’s  social  insurance  number  and 
enters  his  own  number  incorrectly 

upon  receipt  in  Sudbury  TC  the  return  is  sent  to  the  Assessing  Section  (see 
Appendix  4  for  T1  workflow) 

a  clerk  checks  all  required  information  slips  and  verifies  the  accuracy  of  the 
information  reported  and  that  reported  on  the  return 
problem  -  Joe  forgot  to  send  his  financial  statements 

data  is  entered  into  RCT’s  system  (see  Appendix  6  for  data  files  and  accounting 
systems) 

pre-assessment  system  check  with  family  allowance  data  from  Health  and  Welfare, 
Canada  shows  that  Joe  forgot  to  report  family  allowance  benefits  received 
the  return  is  assessed  and  RCT’s  files  are  updated 

processing  is  completed,  an  assessment  notice  is  issued  showing  Joe  owes  more 
tax 

Joe  ignores  follow-up  letters,  consequently  his  file  becomes  a  District  Office 
responsibility  and  a  collector  calls  Joe  (based  on  the  Automated  Collection  System 
(ACS)  (see  Appendix  2  -  Collections  and  Accounting  Directorate) 

Joe  agrees  to  voluntary  payment  arrangements  involving  monthly  post-dated 
cheques  Gate  calendar  year) 
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also  late  calendar  year,  TC  post-assessing  check  for  tax  credits  (see  Appendix  3  - 
Assessing  and  Enquiries  Directorate) 

Joe  is  asked  by  mail  for  rental  receipts,  which  he  does  not  have 
reassessment  disallows  some  portion  of  tax  credits 

early  in  the  following  year,  Joe’s  file  for  self-employment  income  is  selected  for 
audit 

audit  results  in  reassessment  increasing  Joe’s  tax  liability 

Joe  should  have  been  paying  by  instalments  and  a  letter  is  generated  informing 

him  (see  Appendix  2  for  Instalment  Payments) 
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pressures  and  problems 


Technology 

Technology  is  viewed  as  the  tool  that  will  help  close  the  gap  between  reduced  staffing, 
growing  workloads  and  increasing  complexities.  As  the  1991-1992  Estimates  state:9 

The  advantage  of  automation  in  such  areas  as  routine  telephone 
enquiries  is  that  it  offers  taxpayers  longer  hours  of  service  while 
freeing  staff  to  deal  with  more  complex  taxpayer  issues.  Automated 
services  for  internal  use  such  as  the  Automated  Collections  and  Source 
Deductions  Enforcement  System,  reduce  paperwork  and  save  staff 
time.  This  has,  however,  only  partially  bridged  the  gap  created  by 
rapidly  growing  workload  increases  not  matched  by  a  comparable 
growth  in  staff.  Since  these  technologies  continue  to  improve  and 
become  less  expensive,  the  planning  perspective  assumes  increasing 
reliance  upon  them. 

The  Minister  of  National  Revenue  has  stated  publicly  that  the  Department  is  committed  to 
an  optional  paperless  tax  environment  for  taxpayers  by  1994.  To  help  achieve  this  goal, 
RCT’s  electronic  filing  pilot  (run  in  Winnipeg  during  the  1990  season)  was  expanded  to 
all  the  western  provinces  and  the  Northwest  Territories  for  the  1991  tax  season.  The 
RCT  system  (known  as  EFILE),  which  borrows  from  the  Internal  Revenue  Service  (IRS) 
system,  is  still  paper  intensive,  but  proposed  amendments  will  permit  paperless  filing  of 
returns  on  a  national  basis  for  the  1992  taxation  year. 

The  Department  believes  EFILE  is  much  better  than  the  IRS  model.  Future  plans  call  for 
an  expansion  of  electronic  filing  to  include  corporate  returns  (T2)  and  trust  returns 
(T3)10.  The  signature  aspect,  (with  the  traditional  paper  return  taxpayers  must  sign  the 
tax  return),  which  critics  believe  minimizes  the  effectiveness  of  electronic  filing,  is  a 
lesser  issue  in  Canada  than  in  the  United  States.  Ultimately,  the  Department  could 
impose  a  requirement  on  tax  preparers  to  retain  a  document  which  the  taxpayer  signs. 

As  a  complement  to  this  system,  direct  deposit  of  refunds  was  offered  to  all  T1  taxpayers 
starting  in  the  1992  tax  season. 


9  Revenue  Canada,  Taxation,  Part  III  Estimates  1991-1992,  p23. 

10  Similarly,  the  Ontario  Ministry  of  Revenue,  through  its  ESPRIT  (Enterprise  Strategic  Plan  Revenue  In  Transition) 
project,  recognizes  that  current  business  practices  will  not  be  adequate  to  deal  with  increasing  workloads  in  a 
contra ined  resource  environment.  For  example,  the  (corporations  tax)  Returns  Processing  and  Assessing  initiative  will 
change  the  features  of  the  system,  designed  many  years  ago  and  now  inflexible  to  accommodate  progressively  more 
complex  changes,  to  allow  taxpayers  a  variety  of  options  for  filing  returns  (eg.  paper,  electronic,  or  floppy  disk).  In 
addition,  the  new  system  will  improve  customer  service  by  reducing  turnaround  time  required  to  process  returns,  and 
by  providing  more  accurate  and  timely  information.  Stringent  edit  checks  will  help  ensure  data  integrity.  All 
improvements  will  be  achieved  in  the  midst  of  a  reduced  staffing  level. 


REVENUE  CANADA,  TAXATION 
ENFORCEMENT  ACTIONS  AND  RELATED  PERSON-YEARS 


ACTIVITY 

NUMBER  OF  COMPLETED  ACTIONS 

DIRECT  PERSON-YEA! 

1984/85 

1989/90 

1984/85 

1989/90 

Audits 

Individuals 

36,437 

27,251 

Corporations 
Other  Returns 

16,459 

1,475 

15,751 

5,270 

Sub-total 

54,371 

48,272 

2,767 

2,722 

Office  Examinations 

43,597 

40,676 

309 

341 

Post  Assessing 

114,934 

83,769 

109 

74 

Matching 

256,132 

521,948 

23 

112 

Delinquent  Actions 

207,043 

326,130 

369 

332 

Special  Investigations 

Referrals  to  Justice 

172 

165 

517 

524 

Prosecutions 

163 

123 

4,094 

4,105 

Source: 


Auditor  General’s  Report,  1990,  "Department  of  National  Revenue,  Taxation  - 
Enforcing  the  Income  Tax  Act",  Chapter  24,  page  562. 


The  Department  used  two  forms  of  matching  in  the  past.  Pre-matching  (at  the  beginning 
of  T1  processing)  reviews  unemployment  insurance  benefits  and  family  allowance  benefits 
as  well  as  Old  Age  Security  Pensions  and  Canada  Pension  Plan  benefits  in  an  effort  to 
correct  errors  and  uncover  unreported  income.  Post  assessment  matching  (after  the 
processing  cycle,  usually  in  the  fall  of  the  year)  targets  improper  tax  credit  claims  and 
undisclosed  income.  Also,  post  assessment  matching  utilizes  data  bases  not  available 
during  return  processing. 

Even  the  limited  matching  exercises  conducted  in  the  past  have  provided  a  very 
substantial  return  on  investment.  In  1991  there  was  a  recovery  of  $1.3  million  per 
person-year  employed.  The  Department  recognizes  the  latent  value  of  the  matching 
function,  and  plans  currently  under  development  via  projects  such  as  the  Miscellaneous 
Information  Slip  Processing  (MISP)  study  will  eventually  exploit,  more  fully,  the  benefits 
of  matching.  Presently,  this  initiative  must  compete  for  scarce  resources  with  other 
technology-intensive  initiatives. 

Resourcing 

As  noted  above,  Revenue  Canada  has  had  to  cope  with  diminishing  resources,  as  have 
other  government  departments.  RCT,  like  the  Ontario  Ministry  of  Revenue,  has 
alleviated  some  of  this  burden  by  using  technology.  The  table  opposite  is  taken  from  the 
Report  of  the  Auditor  General,  1990.  As  pointed  out  in  the  Auditor  General’s  report 
(page  561)  "there  has  been  a  large  decrease  in  the  aggregate  number  of  audits,  office 
examinations  and  post-assessing  actions,"  particularly  as  these  compliance  activities  relate 
to  personal  income  tax.  Over  the  same  time  period,  the  number  of  delinquent  and 
matching  actions  has  increased  significantly  -  both  of  which  are  largely  automated. 

The  Auditor  General  pointed  out  that  the  decline  in  some  enforcement  actions  is 
worrisome.  From  a  provincial  perspective,  the  decline  in  the  number  of  audits  of 
individuals  is  of  particular  concern.  Of  more  than  four  million  individuals  not  subject  to 
tax  deduction  at  source,  RCT  audited  only  27,251  in  1989/90,  a  coverage  rate  of  less 
than  .7%.  Although  the  Report  also  points  out  that  enforcement  activities  produced  large 
increases  in  additional  tax  recoveries,  over  the  six  years  to  1989/90,  it  is  clear  from  the 
significant  reduction  in  audits  of  individuals  that  there  has  been  a  reduction  in  the 
compliance  effort  directed  against  those  four  million  individuals  whose  returns  cannot  be 
automatically  verified  from  other  data  reported  to  the  Department. 

Other  functions,  such  as  taxpayer  assistance,  have  increased  their  share  of  available 
resources.  Ontario,  like  RCT,  has  long  recognized  the  role  that  good  customer  service 
provides  to  the  self-assessment  tax  system.  Voluntary  compliance  is  the  most  cost 
effective  form  of  tax  collection.  Nurturing  compliance  through  customer  service  is 
important,  but  reduced  compliance  activity  eventually  erodes  the  performance  of  the  tax 
system. 

The  competition  for  scarce  resources  can  place  the  security  of  RCT’s,  and  by  association, 
Ontario’s,  tax  revenues  in  a  precarious  position.  Taxpayer  demands  for  faster  processing 
of  returns  and  more  timely  response  to  enquiries  have  resulted  in  very  significant 
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increases  in  resources  allocated  for  "non -discretionary"  activities,  such  as  taxpayer 
assistance.  The  consequent  decline  in  "discretionary"  activities,  such  as  audit,  reduces 
both  the  direct  and  indirect  revenues  which  would  otherwise  be  generated  from  these 
functions.  In  addition,  continued  deterioration  in  audit  presence  begins  to  have  negative 
effects  on  overall  taxpayer  compliance,  as  taxpayers  realize  that  prospects  of  tax  evasion 
detection  become  less  likely. 

Since  the  amount  of  Ontario’s  PIT  revenues  are  based  on  a  percentage  of  basic  federal 
tax  assessed,  the  effects  of  declining  federal  audit  coverage  can  have  a  very  serious 
consequence  for  Ontario  PIT  revenue  yields. 


Goods  and  Services  Tax  Credit  (GSTC) 

During  the  GSTC  implementation  period,  continual  uncertainty  of  Finance  Department 
policy  (changing  GST  rate,  etc.)  was  the  biggest  challenge  which  faced  the  project 
implementation  team.  It  is  estimated  that  approximately  36  million  cheques  were  mailed 
to  the  estimated  9  million  eligible  recipients.  Also,  for  the  first  time  in  the  tax  system, 
cheques  were  issued  in  advance.  GST  credits  initially  were  based  on  1989  family  status 
and  income  information  (based  on  a  pre-reconciliation  or  screening  information  received 
on  the  the  taxpayer-completed  GST  form  submitted  as  part  of  the  tax  return).  This 
system  provides  two  major  advantages.  One,  people  receive  money  up  front,  and  two, 
cleaner  processing  for  the  Department.  The  most  apparent  disadvantage  relates  to  the 
credit  being  based  on  family  income  and  status  of  the  prior  year.  Income  and  status 
could  change.  Where  family  status  changes,  reassessment  will  occur,  just  like  for  other 
credits. 

Approximately  9  million  credits  were  issued  commencing  in  December,  1990  and,  over  a 
year,  RCT  will  issue  approximately  $2.6  billion  in  credits.  The  Taxpayer  Master 
(TAPMA)  file  would  ordinarily  capture  this  credit  data.  However,  the  new  GST  Credit 
utilizes  its  own  stand  alone  system.  The  system  is  a  departure  from  the  current 
Computer  Individual  Account  (CINDAC)  and  TAPMA  computer  systems  (current 
accounting  systems  that  use  1970’ s  technology)  (see  *  below).  The  GST  credit  system  is 
new,  but  it  has  links  to  these  existing  systems.  Linkages  are  also  included  with  the  new 
GST  credit  system  to  allow  for  provinces  opting  into  the  system.  In  other  words,  if  in 
the  future  the  provinces  opt  in,  systems  considerations  would  not  pose  a  stumbling  block. 
(For  a  list  and  description  of  RCT’s  data  files  and  accounting  systems,  see  Appendix  6.) 


RCT  provided  the  following  comment.  The  reference  to  1970’s  technology  is  misleading. 

Although  both  CINDAC  and  TAPMA  are  tape  based  files ,  they  have  counterparts  that  are  active 
on-line  files.  Our  tape  files  have  been  run  under  modem  silo  technology  for  the  last  three  years , 
and  will  be  under  the  automated  scheduling  system  in  1993.  The  differentiation  between  those 
files  and  GSTC  is  not  particularly  relevant.  RCT  is  developing  a  Banking  Centre  concept  which 
will  provide  a  software  shell  to  accommodate  a  wide  variety  of  new  income  tested  tax  credit 
systems  similar  to  Child  Tax  Credit  and  Goods  and  Services  Tax  Credit. 
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T  1  SPECIAL  1990 


f  •  d<  r.'il  .mcl  Ont.irio  Irvcl iviclii.il  Inr.onin  T.»x  Return 


Pension  Reform 


Pension  reform  legislation  requires  that  the  Department  annually  inform  taxpayers,  via  a 
statement,  of  the  allowable  amount  available  for  RRSP  contributions  for  that  taxation 
year.  This  initiative  is  another  example  of  RCT’s  renewed  emphasis  on  customer 
service.  While  this  project  was  specifically  resourced,  it  required  considerable  attention 
from  information  technology  experts  because  of  its  complexity. 

Easing  Complexity 

To  ease  complexity,  an  extension  of  the  T1  Special  (see  page  opposite)  was  introduced 
for  the  1991  tax  season.  Separate,  one-page  returns  (see  page  following),  targeted  at  low 
income  taxpayers  (T1  Short)  and  senior  citizens  (T1  65  Plus),  emphasize  simplicity. 

Both  returns  are  intended  to  target  simple  tax  situations  in  which  the  taxpayer  indicates 
amounts  from  information  slips  but  is  not  required  to  calculate  income,  deductions  or  tax. 
The  Notice  of  Assessment  details  these  calculations. 

The  recently-passed  legislation  requiring  social  insurance  numbers  (SIN)  on  information 
slips  will  eventually  result  in  increased  emphasis  on  matching  programs  to  augment  other 
taxpayer  compliance  initiatives.  By  providing  for  a  common  identifier,  the  SIN 
legislation  solved  one  of  the  major  past  stumbling  blocks  to  greater  use  of  matching. 

Previously,  RCT  used  summer  students  to  manually  sort  T5  information  slips  down  to  the 
individual  taxpayer  level,  before  comparison  with  declared  amounts.  The  federal 
legislation,  which  moves  towards  a  straight-forward,  annual  accrual  reporting  of  all 
investment  income  (the  U.S.  model),  will  also  facilitate  computer  matching  of  T5 
information  with  investment  income  declared  on  tax  returns. 
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APPENDIX  1 
ORGANIZATION 


DEPARTMENT  OF  NATIONAL  REVENUE  (TAXATION) 


APPENDIX  1  -  ORGANIZATION 


1  REVENUE  CANADA.  TAXATION  -  ORGANIZATION 

Revenue  Canada  is  a  multilayered  organization  which  relies  on  a  dissemination  of 
responsibility  for  the  regulation,  enforcement  and  collection  of  income  tax. 

1.1  Major  Components  of  the  Organization 

The  Department  is  organized  into  nine  broad  sectors  each  reporting  to  the  Deputy 
Minister.1  Each  is  discussed  briefly  below  in  order  to  "flesh  out"  the  Department  (see 
the  organization  charts  following).  However,  this  paper  will  concentrate  primarily  on  the 
activities  of  the  Taxation  Programs  Branch  (specifically  the  Collections  and 
Accounting  Directorate  and  the  Assessing  and  Enquiries  Directorate)  and  the  EDP 
Systems  and  Technology  Branch.  The  mandates  of  these  areas  impact  (now  and/or  in 
the  future)  most  directly  on  the  Ontario  Ministry  of  Revenue. 

Assistant  Deputy  Minister,  Taxation  Programs  Branch: 

establishes  policy,  develops  programs  and  prepares  for  and  monitors 
implementation  of  operations  relating  to  the  processing,  assessment  and  audit  of 
tax  returns  as  well  as  the  collection  of  billed  taxes.  The  Branch  is  responsible  for 
ensuring  that  programs  and  policies  are  applied  uniformly  across  the  country. 

Assistant  Deputy  Minister,  EDP  Systems  and  Technology  Branch: 

is  responsible  for  the  research,  development,  maintenance  and  operations  of  EDP 
systems  in  support  of  the  Department’s  various  programs  and  provides 
computer-related  services  to  other  departments  and  levels  of  government. 

Assistant  Deputy  Minister,  Legislative  and  Intergovernmental  Affairs  Branch: 

is  responsible  for  providing  technical  interpretations  of  the  Income  Tax  and  related 
acts,  and  for  working  with  officials  of  the  Department  of  Finance  in  the 
development  of  tax  policy.  The  Branch  also  is  responsible  for  providing  statistical 
services,  for  registering  pension  plans  and  charities,  and  for  liaising  with 
provincial  and  foreign  governments  on  tax-related  matters. 

Assistant  Deputy  Minister,  Appeals  Branch: 

in  conjunction  with  the  Department  of  Justice,  is  responsible  for  resolving  notices 
of  objection  and  appeals  submitted  by  taxpayers  who  disagree  with  their  tax 
assessments.  Taxation  centres  and  district  offices  have  appeals  divisions  which 
are  under  the  direction  of  the  Assistant  Deputy  Minister  of  Appeals. 


1  Revenue  Canada,  Taxation,  Part  III  of  The  Expenditure  Estimates  for  Fiscal  Year  1990-1991,  pl6-17. 
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Assistant  Deputy  Minister,  Finance  and  Administration  Branch: 


is  responsible  for  the  planning,  development  and  maintenance  of  national  policies, 
programs  and  procedures  in  the  areas  of  finance,  administration,  security,  the 
printing  and  distribution  of  tax  forms,  and  the  design  and  development  of 
corporate  management  information. 

Assistant  Deputy  Minister,  Human  Resources  Branch: 

is  responsible  for  staffing,  organization,  classification,  official  languages, 
employment  equity,  staff  relations,  training,  pay  and  benefits,  and  human 
resources  planning  functions. 

Director  General,  Communications  and  Consultations  Branch: 

develops  and  implements  national  policies  and  programs  related  to  the 
Department’s  overall  communication  strategies,  and  provides  functional  direction 
to  district  offices  regarding  the  resolution  of  taxpayer  problems. 

Director  General,  Corporate  Affairs  Branch: 

plans  and  directs  the  internal  audit  and  program  evaluation  activities.  The  Branch 
is  also  responsible  for  corporate  development,  assigned  special  projects,  the 
provision  of  corporate  secretariat  services  and  ministerial  correspondence. 

Assistant  Deputy  Minister,  Regional  Operations: 

is  responsible  for  the  administration  of  departmental  programs  and  policies  at  the 
regional  level.  Collectively,  the  Regional  ADMs  direct  the  activities  of  five 
regional  offices,  the  International  Taxation  Office,  seven  taxation  centres,  37 
district  offices  and  numerous  seasonal  tax  assistance  centres. 

An  overview  of  the  primary  operational  features  of  the  organization  follows:2 

1.  Head  Office 

o  Plans  and  policies  are  developed  at  head  office, 
o  Head  Office  is  the  administrative  decision  centre  of  the  Department, 
o  As  the  organization  chart  reveals,  6  Assistant  Deputy  Ministers  report  to 

the  Deputy  Minister.  Also  reporting  to  the  Deputy  Minister  is  the  Director 
General  of  Corporate  Affairs  and  the  Director  General  of  Communications 
and  Consultation.  The  Senior  General  Counsel  (attached  to  the  Department 
of  Justice)  serves  the  Deputy  Minister  in  an  advisory  capacity.3 


2  Revenue  Canada,  Taxation,  CIAT  Tax  Administration  Review,  internal  document,  May  19,  1989,  pi. 

3  Revenue  Canada,  Taxation,  Inside  Taxation.  1988-89.  Ministry  of  Supply  and  Services,  Canada,  1989,  p36. 
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2.  Regional  Offices 

o  To  ease  administration  the  Department  has  divided  the  country  into  5 
regions,  each  with  a  central  office  responsible  for  operations, 
o  An  Assistant  Deputy  Minister,  one  for  each  region,  reports  directly  to  the 
Deputy  Minister. 

o  The  primary  mandate  of  each  region  is  to  ensure  that  RCT  programs  and 
policies  are  applied  uniformly  and  impartially, 
o  The  Regions  also  co-ordinate  the  activities  of  the  DOs  and  TCs  in  their 
region. 

3.  District  Offices  (DO) 

o  The  37  offices  operated  by  RCT  provide  the  main  contact  point  for  the 
nearly  18  million  individual  and  corporate  taxpayers  with  the  Department, 
o  These  offices  conduct  audits  and  interact  with  taxpayers  on  a  personal  basis 
or  via  the  telephone. 

o  Staff  answer  telephone  and  in  person  inquiries  concerning  notices  of 
assessment,  taxpayer  refunds,  payment  of  tax  in  arrears  and  late  filed 
returns,  as  well  as  provide  necessary  forms  and  publications  to  enhance 
voluntary  compliance. 

4.  Taxation  Centres  (TC) 

o  The  processing  of  tax  returns  takes  place  in  the  8  Taxation  Centres, 

o  They  send  out  notices  of  assessment  to  taxpayers  and  forward  requests  to 

issue  refund  cheques  to  Supply  and  Services  Canada, 
o  After  processing,  tax  files  are  stored  at  the  Centres, 
o  Centres  also  answer  taxpayers’  letters  of  enquiry  and  taxpayer 

correspondence  pertaining  to  the  filing  of  returns  and  to  assessment 
notices. 

o  Individuals,  corporations,  employers  and  non-residents  remit  their  tax 

instalments  or  deductions  directly  to  the  Centres  or  indirectly  via  financial 
institutions. 
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1 .2  Organization  Hierarchy 


Similar  terms  are  used  by  Revenue  Canada,  Taxation  and  the  Ontario  Ministry  of 
Revenue  to  describe  different  levels  of  their  respective  organizational  hierarchy.  The 
terms  as  used  by  both  levels  of  government  are  listed  below  (from  the  highest  level  to  the 
lowest  level). 


Revenue  Canada,  Taxation 

Ontario  Ministry  of  Revenue 

Branch 

Program 

Directorate 

Division 

Division 

Branch 

Section 

Section 

* 
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APPENDIX  2 

COLLECTIONS  AND  ACCOUNTING  DIRECTORATE 


COLLECTIONS  AND  ACCOUNTING 

DIRECTORATE 


responsible  for  collections  at  source  of  federal  and 
provincial  income  tax,  CPP  contributions  and  UI 
premiums 

develops  and  directs  programs  to  collect 
outstanding  assessed  amounts  of  source  deductions 
noted  above 

responsible  for  procedures  to  collect  monthly  and 
quarterly  payments  by  individuals  and 
corporations 

plans  programs  for  the  control  and  processing  of 
payments 

calculates  and  assesses  interest  charges  and  credits 
for  individual  and  corporate  taxpayers 

consists  of  three  divisions: 

Source  Deductions 

Collections 

Revenue  Programs 


TAXATION  PROGRAMS  BRANCH 


APPENDIX  2  -  COLLECTIONS  AND  ACCOUNTING  DIRECTORATE 


2  DEPARTMENTAL  ACCOUNTING  AND  COLLECTIONS  PROCESS 

•  The  Collections  and  Accounting  Directorate,  through  its  Source  Deductions 
Division,  Collections  Division  and  Revenue  Programs  Division,  is  responsible 
for  the  timely  remittance  of  the  bulk  of  income  taxes  collected.  A  detailed  analysis 
of  the  Directorate  and  its  organizational  components  is  discussed  below. 

•  This  section  provides  a  brief  overview  of  the  types  of  revenues  and 
collections/accounting  process. 

2.1  Collecting  Taxes 

Source  Deductions: 

•  Most  taxpayers  remit  their  income  tax  by  way  of  payroll  deduction  initiated  by 
their  employer.  In  fact,  86%  of  PIT  revenues  are  received  from  source 
deductions,  with  the  remaining  14%  divided  relatively  equally  among  payments  by 
instalment,  payments  made  upon  filing,  and  payments  in  arrears.  Along  with 
income  tax  (provincial  and  federal  in  all  provinces  except  Quebec),  employers  also 
deduct  Unemployment  Insurance  premiums  and  Canada  Pension  Plan 
contributions.  The  table  overleaf  provides  a  snapshot  of  the  number  of  taxpayers 
involved  and  the  amount  of  withholdings  (income  taxes,  CPP  contributions  and  UI 
premiums)  forwarded  to  RCT.1 

Instalment  Payments: 

•  Income  tax  is  not  always  deducted  at  source  on  all  types  or  forms  of  income. 
Certain  pension  payments,  alimony  and  maintenance  payments,  tips  and  gratuities, 
bond  interest,  dividends,  rental  and  investment  income  and  self-employment 
income  are  examples  of  income  classes  where  tax  is  normally  remitted  by  the 
recipient  through  instalments,  or  upon  filing  of  the  tax  return. 

•  The  Department’s  instalment  payment  policy  is  administered  through  the  Revenue 
Programs  Division  of  the  Collections  and  Accounting  Directorate. 

•  Taxpayers  that  qualify  under  what  RCT  staff  refer  to  as  the  3/4  rule,  must  remit 
instalment  payments.  The  3/4  rule  incorporates  all  of  the  following  conditions:2 

prior  year  net  federal  tax  payable  for  instalment  purposes  is  more  than 

$1,000; 


1  Revenue  Canada,  Taxation,  Inside  Taxation  1988-1989.  p31. 

2  Revenue  Canada,  Taxation,  Instalment  Guide  for  Individuals.  1990.  p2. 
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SOURCE  DEDUCTIONS  STATISTICS 


Number  of  employees  subject 

to  source  deductions  in  1988  13,666,992 

Number  of  active  employer  accounts 

with  RCT  on  Dec.  31,  1988  1,272,327 


Total  source  deductions  for  the 

fiscal  year  ending  Mar.  31,  1989  $80,192,015,000 
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current  year  net  federal  tax  payable  for  instalment  purposes  is  more  than 
$1,000;  and 

the  taxpayer  will  have  income  tax  deducted  at  source  from  less  than  3/4  of 
current  year  net  income. 

•  Instalment  payments  are  based  on  federal  tax  (including  surtax),  provincial  tax  and 
(if  applicable)  CPP  contributions  payable.  RCT  collects  individual  income  taxes 
for  the  territories  and  all  provinces  except  Quebec.  Therefore  the  noted  federal 
instalment  rules  apply  also  to  provincial  income  tax. 

•  A  taxpayer  can  base  instalment  payments  on  either  of  two  options;  prior  year 
option  or  current  year  option.3  The  prior  year  option  allows  current  year 
instalment  payments  based  on  the  immediate  prior  year  tax  and  credits,  and  the 
greater  of  prior  year  or  current  year  tax  deducted  at  source.  The  current  year 
option,  on  the  other  hand,  allows  instalment  payments  based  on  current  year  tax 
and  credits. 

•  The  Department  recently  added  a  third  option  for  paying  by  instalments.  This 
option  is  a  combination  of  the  preceding  and  second  preceding  year  instalment 
bases  i.e.  for  the  first  two  payments:  1/4  of  the  second  preceding  year  instalment 
base  and;  1/2  of  the  difference  between  the  preceding  year  instalment  base  and  1/2 
of  the  second  preceding  year  instalment  base.  An  instalment  notice  system  has 
been  put  in  place  with  notices  issued  to  affected  individuals  informing  them  of 
instalment  amounts. 

•  Starting  in  the  1990  taxation  year,  quarterly  instalment  payments  are  due  on  or 
before  March  15,  June  15,  September  15  and  December  15.  In  prior  years, 
instalments  were  due  on  the  last  day  of  each  quarter.4 

•  Instalment  payments  for  CPP  contributions  are  required  if  the  taxpayer  is: 

required  to  make  instalment  payments  for  income  tax; 
self-employed; 

not  living  in  Quebec  on  December  31;  and 

not  eligible  for  the  age  exemption  or  receiving  CPP  retirement  or  disability 
benefits. 
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Collections  and  Accounting  Directorate 

2.2  Functional  Reporting  Area 


Taxation  Programs  Branch 
Collections  and  Accounting  Directorate 
(see  Organization  Charts) 

The  Collections  and  Accounting  Directorate  is  comprised  of  three  divisions; 

Source  Deductions; 

Revenue  Programs;  and 
Collections. 

The  Head  Office  Directorate  is  responsible  for  the  policy  development  for  the  three 
divisions.  While  the  Directorate  has  functional  responsibility,  Taxation  Centres  and 
District  Offices  are  responsible  for  the  day-to-day  activities.  TC  and  DO  Directors  have 
line  authority  over  staff  assigned  to  these  divisional  areas.  An  overview  of  each  Division 
is  provided,  followed  by  an  analysis  of  TC  and  DO  activities. 

Source  Deductions 

The  functional  activities  of  this  Division  represent  the  "cornerstone  of  the  tax  system" 
according  to  the  Director  General,  Collections  and  Accounting  Directorate.  Employers, 
as  agents  for  the  Receiver  General,  remit  (via  PD7A  payroll  deductions  monthly 
remittance  voucher)  their  portion,  and  their  employees’  portion  of  Canada  Pension  Plan 
contributions,  Unemployment  Insurance  Premiums  and  income  tax  (federal  and 
provincial)  withheld.  Withholdings  are  recorded  as  a  lump  sum  under  an  accounting 
system  known  as  Payroll  Deductions,  Accounting  &  Collections  (PA  YD  AC).  At  the  end 
of  the  year,  total  withholdings  are  matched  to  individual  taxpayer  records  through  tax 
return  processing  (Tl’s)  and  an  analysis  of  T4  information  slips  recorded  under  the 
Information  Processing  System  (IPS).  The  PA  YD  AC  and  IPS  systems  are  subjects  of 
separate  treatment  later  in  this  essay. 

Source  deduction  remittances  are  an  important  part  of  government  revenues  because  they 
are  received  throughout  the  year,  while  individuals  do  not  file  tax  returns  until  after  the 
end  of  the  taxation  year. 

Source  deductions  for  the  fiscal  year  ended  March  31,  1988  totalled  nearly  $77  billion 
across  Canada  of  which  approximately  60  per  cent  is  attributed  to  Ontario  taxpayers.5 
Source  deductions  were  received  from  nearly  14  million  taxpayers  across  the  country 
through  1.2  million  employers.6 
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3  Auditor  General  of  Canada  Annual  Report,  March  1989,  p395. 

6  ibid,  p395. 
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As  mentioned  previously,  source  deductions  account  for  86%  of  revenues  received,  while 
only  about  5  %  of  revenues  are  received  through  instalment  remittances.  Instalment 
payments  are  administered  under  the  auspices  of  the  Revenue  Programs  Division. 

An  important  aspect  of  the  Source  Deduction  Division  responsibility  is  the  generation, 
publication  and  distribution  of  the  tax  tables  used  by  employers  to  calculate  withholdings. 
These  tables  incorporate  federal  legislation  changes  as  well  as  provincial  statute  changes. 

Tax  Tables 


Tax  table  preparation,  design,  and  authorization  are  the  responsibility  of  the  Source 
Deductions  Division.  New  tax  tables  are  prepared  at  least  once  a  year.  The  tables  are 
used  by  employers  to  determine  the  amount  of  Unemployment  Insurance  (UI)  premiums, 
Canada  Pension  Plan  (CPP)  contributions,  and  PIT  to  be  withheld  from  employee  pay 
cheques.  The  amount  withheld  is  dependent  upon  income,  deductions  and  non-refundable 
tax  credits  for  the  employee. 

Personal  Tax  Credit  Return  (TD1) 


The  amounts  of  deductions  and  non-refundable  tax  credits  are,  in  large  measure, 
determined  by  the  information  contained  on  the  TD1  return,  which  is  completed  by  the 
employee.  The  TD1  return  provides  for  entry  of  the  following  information: 

o  basic  personal  amount; 

o  deductible  amounts  for  eligible  dependents; 

o  pension  income  amount; 


o  age  amount; 

o  deductible  amounts  for  eligible  disabled  dependents; 

o  deductible  amounts  for  qualifying  tuition  fees  and  monthly  deductible 
amount  for  full-time  enrolment  in  a  qualifying  educational  program; 

o  spousal/dependent  transfer  of  unused  pension  income,  age,  disability, 
tuition  fees  and  educational  amounts;  and 

o  calculation  of  net  claim  amount  of  family  allowance  payments  (no  longer 
applicable  for  1993  taxation  year  and  onwards). 

Taxpayers  are  also  given  the  opportunity  to  request  additional  withholdings  from  salary 
or  other  income  received  from  pensions,  commissions,  etc.  For  persons,  often  retirees 
and  seniors,  receiving  income  from  more  than  one  source  (eg.  Old  Age  Security,  CPP, 
annuity  or  registered  retirement  income  plans,  private  pensions,  etc.)  this  option  may  be 
advisable. 
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It  is  frequently  the  case  that  the  combined  PIT  withholdings  from  these  individual  income 
sources  are  less  than  the  PIT  liability  based  on  the  sum  total  of  income  from  all  sources. 
To  avoid  additional  PIT  payment  upon  filing  the  tax  return,  or  the  need  to  make 
instalment  payments,  it  may  be  advantageous  for  the  taxpayer  to  request  increased  PIT 
source  withholdings. 

The  total  net  claim  amount  from  all  sections  of  the  TD1  return  is  divided  into  13  ranges 
of  net  claim  amounts,  from  no  net  claim  amount  to  no  tax  withholding  required.  Each 
range  is  assigned  a  code,  which  is  used  by  the  employer  in  determining  the  appropriate 
amount  of  withholding  to  deduct  and  remit  on  behalf  of  the  employee  in  relationship  to 
income  paid  to  the  employee  from  that  employer. 

The  TD1  return  is  intended  to  be  completed  annually  by  employees.  Typically,  however, 
employees  complete  the  TD1  only  when  hired,  and  are  not  required  by  the  employer  to 
complete  the  return  thereafter.  Employees  may  request,  and  complete,  the  return  on  an 
annual  basis  if  they  wish.  In  the  absence  of  annual  completion  of  the  return,  under-  and 
over-deductions  of  employee  withholdings  may  result,  depending  upon  changes  in 
personal  circumstances  of  the  employee. 

The  TD1  return  has  some  inherent  problems  of  its  own.  For  example,  due  to 
complexities  involved  with  the  taxation  of  family  allowances,  a  standard  17%  tax  credit 
rate  deduction  results  in  a  distortion  of  $60  per  child.  This  issue  will  be  resolved  in  1993 
with  the  introduction  of  the  Child  Tax  Benefit  program.  Other  technical  errors  occur 
when  the  implementation  of  tax  table  changes  precede  passage  of  legislation  authorizing 
the  changes.  For  example,  increases  in  UI  premium  rates  have,  in  the  past,  been 
deducted  by  employers  in  advance  of  legislation  passage. 

For  other  employee  deductible  amounts,  such  as  RRSP  contributions,  alimony  or  child 
support  payments,  employers  must  receive  written  authorization  from  RCT  before 
considering  these  amounts  when  calculating  withholding  deductions.  Written 
authorization  is  provided  only  when  requested  by  the  employee,  and  provided  that 
documentation  is  submitted  by  the  employee  verifying  the  validity  of  the  deductions 
requested. 

Employer  Interaction 

There  are  different  requirements  and  interactions  with  employers.  The  differences  relate 
to  average  employer  remittance  amounts  in  a  given  month  and  whether  the  employer 
utilizes  a  manual  or  computerized  payroll  system.  Of  a  total  volume  of  1.2  million 
employers,  the  proportion  utilizing  computers  in  payroll  functions  is  still  relatively  small. 

Computerized  tables  are  sent  out  to  approximately  20,000  employers.  These  employers 
are  most  affected  by  changes  involving  accelerated,  and  more  frequent,  remittance  filing 
requirements  (see  section  2.3  following).  Manual  tables  are  used  mainly  by  monthly 
remitters  of  source  deductions.  Manual  tables  must  be  sent  out  to  employers  before 
January  and  computer-user  tables  must  be  sent  out  in  November. 
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The  advent  of  tax  credits  (both  federal  and  provincial)  created  problems  in  the 
preparation  of  tax  tables  utilized  by  computerized  systems.  While  they  did  not  impact 
significantly  on  the  generation  of  manual  tables,  tax  credits  resulted  in  the  elimination  of 
three  tables  prepared  for  employers  with  computerized  payroll  systems.  The  tables 
employ  composite  rates  (the  applicable  provincial  and  federal  tax  rates  combined)  based 
on  taxable  income. 

Composite  rates  are  easier  for  computerized  payroll  systems.  To  alleviate  the  impact  of 
tax  credits,  a  modified  version  of  the  composite  tables  was  developed.  Without  use  of  a 
composite  table,  employers  would  react  negatively  to  the  "double  bookkeeping"  required 
by  separate  tables  for  provincial  and  federal  taxes  (separate  tables  are  currently  in  use  in 
Quebec).  No  composite  tables  are  available  for  employers  in  three  western  provinces 
(Alberta,  Saskatchewan  and  Manitoba)  which  use  a  flat  tax  as  a  component  of  their 
provincial  PIT  design. 

In  Quebec,  employers  calculate  and  deduct  a  Quebec  PIT  amount  on  taxable  income  and 
a  federal  PIT  amount  on  taxable  income  (2  separate  tables)  for  their  employees.  Under 
Quebec’s  system,  there  is  usually  a  tax  balance  owing  at  the  end  of  the  taxation  year 
because  employers  continue  to  use  outdated  versions  of  the  Quebec  tax  table. 

Provincial  Government  Interaction 

Provinces  seeking  tax  table  changes  first  deal  with  the  Department’s  Provincial  and 
International  Relations  Division.  In  discussions,  confidentiality  is  essential,  since  RCT  is 
privy  to  provincial  tax  changes  in  advance  of  public  announcement. 

Enquiries  and  Employer  Education  Section  staff  deal  with  Ontario  Ministry  of  Treasury 
and  Economics  officials  on  an  informal  basis.  Often  they  are  approached  with  a  "what 
if'  type  of  scenario  by  provincial  governments  and  the  federal  Department  of  Finance. 
Frequently,  provinces  phone  RCT  with  potential  tax  policy  options  in  order  to  gain  a 
sense  of  the  impact  of  the  proposed  measure  on  the  preparation  of  the  tables  and  to 
determine  if  the  change  will  achieve  the  desired  provincial  goal.  Provincial  tax  policy 
changes  are  the  biggest  source  of  delay  and  make  the  process  much  more  complex. 

Sometimes  the  Department  simply  cannot  comply  with  provincial  budget  initiatives.  In 
any  event,  as  the  author  of  the  tables  and  the  public  contact  point,  the  Department  is  the 
recipient  of  complaints  etc.  from  employers  for  provincially-initiated  changes.  "What  if' 
scenarios  aside,  preliminary  table  preparation  work  depends  on  approximate  figures  to  get 
the  annual  process  started.  For  the  most  part,  UI  and  CPP  rates  are  known  in  advance. 
The  Section  does  some  preparatory  work  using  2  or  3  potential  options  for  UI  and  CPP. 


When  a  province  changes  its  PIT  rate,  new  tables  are  produced  within  the  taxation  year, 
if  RCT  receives  notification  within  defined  time  parameters.  There  are  two  RCT 
notification  deadlines  for  provinces  seeking  tax  table  changes.  Provinces  must  notify 
RCT  by  April  15th  of  a  taxation  year  for  tax  table  changes  to  take  effect  July  1st  of  the 
same  taxation  year.  For  tax  table  changes  with  an  effective  date  of  January  1st  of  a 
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taxation  year,  provinces  must  advise  RCT  no  later  than  October  15th  of  the  immediately 
preceding  taxation  year.  RCT  notification  requirements  are  outlined  in  a  memorandum  of 
understanding  embodied  in  the  Tax  Collection  Agreement. 

The  notification  lead  time  is  of  critical  importance  for  RCT.  New  tax  tables  must  be 
created  and  tested.  After  testing,  deadlines  are  set  for  printing  and  distribution  (five 
printings  country- wide).  Of  the  two  notification  dates,  October  15th  is  more  critical, 
since  most  tax  policy  changes,  at  both  federal  and  provincial  levels,  are  designed  to  take 
effect  January  1st  of  the  taxation  year. 

For  employers  and  employees,  this  allows  changes  to  be  uniformly  felt  throughout  the 
entire  taxation  year.  Mid-year  changes,  particularly  those  involving  tax  increases 
retroactive  to  January  1st  of  the  taxation  year,  result  in  a  "doubling  up"  of  deductions  in 
the  second  half  of  the  taxation  year  to  compensate  for  an  absence  of  deductions  in  the 
first  half  of  the  taxation  year.  This  situation  results  in  negative  public  reaction  to  the 
specific  tax  initiative  and  to  the  Department  as  a  whole. 

With  respect  to  tax  table  construction,  "tax  reduction"  initiatives  are  the  most  difficult 
administrative  challenge  for  RCT.  These  initiatives,  which  involve  additional  personal 
deductions  and  modified  PIT  incidence  for  certain  low-income  taxpayers,  affect  provincial 
PIT  liability  at  the  low  end  of  the  taxable  income  scale.  Accommodating  these 
adjustments  complicates  the  design  of  the  tax  table. 

In  the  past,  Ontario  considered  implementing  a  form  of  flat  tax.  However,  even  though 
flat  taxes  had  previously  been  introduced  in  some  western  provinces,  the  federal 
Department  of  Finance  would  not  allow  Ontario  to  implement  such  a  tax.  In  its  view, 
Finance  considered  the  existing  flat  tax  systems  as  "experimental",  not  as  permanent 
fixtures  of  the  PIT  system.  In  the  unlikely  event  that  Ontario  was  granted  permission  to 
implement  a  flat  tax,  three  of  the  simplest  tables  currently  in  use  in  Ontario  would 
disappear. 
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2.3  Recent  Changes  Affecting  Collections  and  Accounting  Directorate 


1.  Accelerated  Remittances 

The  1987  federal  Budget  announced  accelerated  remittances  requirements  for 
employers  with  average  monthly  remittances  of  $15,000  or  more.  Affected 
employers  commenced  twice  monthly  payments  as  of  January  1,  1988.  The  1989 
Budget  extended  the  accelerated  remittance  process  to  four  times  monthly  for 
employers  with  average  monthly  remittances  of  $50,000  or  more.  This  "payday 
remittance"  process  commenced  in  January,  1990.  (For  a  more  detailed  review  of 
changes  to  remittance  frequency,  refer  to  Essay  #2,  entitled  The  Federal- 
Provincial  Tax  Collection  Agreement:  How  Ontario  Receives  Its  Personal 
Income  Tax.) 

Initially,  there  were  problems  with  employer  compliance  and,  as  a  consequence, 
the  system  issued  penalty  letters  for  late  filing.  An  amnesty  (grace  period)  was 
established  to  cope  with  the  increased  administrative  workload.  While  some 
problems  remain,  generally  the  system  is  now  operating  smoothly. 

2.  Automated  Collection  System  (ACS)  and  Automated  Collections  and  Source 
Deductions  Enforcement  System  (ACSES). 

The  Automated  Collection  System  was  first  introduced  in  fiscal  year  1987-1988. 
Essentially  the  system  is  designed  to  increase  the  efficiency  of  the  collections 
process.  The  1990-1991  Estimates  report  that  implementation  started  in  1988- 
1989  and  RCT  completed  it  in  March  1991. 7  The  Estimates  describe  many  of  the 
benefits  of  the  new  system  including  on-line  access  by  collections  officers  to  all 
account  data  and  case  diaries,  prioritization  and  work  assignment.8 

The  second  stage  of  the  ACS  system,  ACSES,  is  currently  being  installed  in  the 
Department.  The  1990-1991  Estimates  describe  ACSES  as  "an  expansion  of  the 
ACS  technology  to  automate  the  review  and  control  of  payroll  deductions  required 
from  employers".9  The  system  allows  on-line  access  by  officers  to  all  account 
data  and  case  diaries,  priorization  of  work  and  workload  allocation.  The  goal  of 
ACSES  (like  ACS)  is  a  "paperless  system"  which  is  more  efficient  in  the  final 
analysis.  Obviously  this  facet  of  the  collections  system  is  more  dedicated  to 
Source  Deductions  than  the  ACS,  a  generic  collections  system. 

Extra  impetus  for  tax  collection  improvement  occurred  when  the  topic  appeared  in 
the  Auditor  General’s  Report  for  the  fiscal  year  ending  March  31,  1988. 

Interviews  with  Source  Deductions  staff  reflected  unanimous  praise  for  the  ACS. 


7  Revenue  Canada,  Taxation  1990-1991  Estimates  Part  III,  p24. 

% 

8  ibid,  p24. 

9  ibid,  p25. 
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3.  Electronic  Data  Interchange 

Similar  to  the  Ministry’s  policy  of  easing  compliance  for  small  business,  the 
Department  has  commissioned  research  projects  to  assess  the  potential  for  using 
technology  innovations  such  as  electronic  data  interchange  (EDI)  in  a  tax 
environment.  These  projects  centre  on  replacing  slow,  cumbersome  paper- 
intensive  processes  with  automated,  multi-functional  electronic  information 
processes.  For  example,  the  feasibility  of  an  EDI  filing  of  T4  and  T4  summary 
data  will  be  explored.  A  pilot  project  was  started  in  November  1991  with  two 
corporate  clients  using  EDI/EFT  (Electronic  Funds  Transfer)  to  remit  their  source 
deductions.  These  payments  are  transmitted  through  the  client’s  financial 
institution  directly  to  the  Receiver  General  account. 

4.  Pension  Reform 

The  Government’s  pension  reform  legislation  introduced  in  1989  and  now  law, 
will  increase  RRSP  limits  and  allow  taxpayers  to  know  much  earlier  how  much 
they  may  contribute  annually  to  their  plans.  This  will  impact  most  significantly 
on  the  Source  Deductions  Division  because  it  is  responsible  for  employer 
reporting  and  filing,  as  well  as  for  the  accuracy  of  the  data  submitted.  Source 
Deductions  will  be  responsible  for  responding  to  employer  enquiries  relating  to 
this  initiative.  Given  that  the  Department  mailed  "Contribution  Room 
Statements"  to  approximately  12  million  taxpayers  in  1991,  it  is  essential  that  the 
data  be  accurate. 

5.  Electronic  Filing 

This  initiative  was  piloted  in  Winnipeg  during  the  1990  tax  season  and  it  is  the 
subject  of  a  separate  discussion  later  in  the  paper.  Electronic  filing  could  have  a 
negative  impact  on  collections  action,  since  it  eliminates  "tombstone"  information 
retained  under  the  normal  paper  intensive  system.  Tombstone  information  such  as 
a  taxpayer’s  bank  account,  and  other  contacts  that  aid  tracing,  are  not  retained. 
However,  with  system  improvements  or  upgrades  this  weakness  could  be 
remedied. 
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2.4  Source  Deductions  Workflows10 

1.  DO/TC  Process 

Revenue  Canada,  Taxation’s  PAYDAC  system  deals  with  assessments, 
accounting,  enforcement  and  other  linkages  to  employer  accounts.  The  system 
accounts  for  source  withholding  from  all  forms  of  remuneration  paid  to 
individuals.  Everyone  paying  remuneration  to  another  individual,  specifically 
wages  or  salaries,  is  required  to  be  registered  with  Revenue  Canada,  Taxation. 

Employers  are  assigned  a  source  deductions  remittance  account  number,  under 
which  all  source  deductions  withholdings  made  from  an  employee’s  wage  or  salary 
at  the  time  of  payment  are  remitted.  Employers  act  as  agents  for  Revenue 
Canada,  Taxation  with  respect  to  these  trust  funds. 

Since  employers  play  an  important  part  in  collecting  PIT,  their  cooperation  is 
essential.  To  make  the  job  easier,  RCT  provides  employers  with  a  guide  that 
explains  how  to  complete  the  various  forms  and  information  slips,  such  as 
employees’  T4  slips. 

Under  Canada’s  self-assessment  system,  individual  Canadians,  employers, 
corporations  and  others  affected  by  the  legislation  must  file  tax  returns  and  make 
payments.  Integrated  computer-based  accounting  systems,  such  as  PAYDAC,  are 
geared  to: 

1 .  Prompt  deposit  of  payments  and  posting  to  employers’  accounts; 

2.  Early  identification  of  non-compliance;  and 

3.  Routine  enforcement  follow-up  of  apparently  delinquent  accounts. 

The  work  is  divided  between: 

1.  Taxation  Centres;  and 

2.  District  Offices. 

Taxation  Centres  are  generally  responsible  for  high  volume,  repetitive  type  work, 
while  District  Offices  are  more  of  a  "hands  on"  operation,  dealing  with  account- 
specific,  problem-related  matters.  DO’s,  however  also  check  the  records  of 
employers  to  ensure  the  proper  amounts,  including  tax,  CPP  contributions  and  UI 
premiums,  were  deducted  and  remitted. 


10  Revenue  Canada,  Taxation,  internal  document  prepared  by  Collections  and  Accounting  Directorate  as  a  presentation  to 
Canadian  Management  Development  Program  For  Commonwealth  Association  of  Tax  Administrators,  September, 
1990,  Ottawa. 
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2. 


Taxation  Centre 


Responsibilities 

The  Source  Deductions  Section  in  the  Taxation  Centre  is  responsible  for: 
Correspondence 

Most  of  the  manual  aspects  of  the  PAYDAC  System  and  the  accuracy  of 
information  entered  into  the  system; 

Written  communications  with  employers  to  reconcile  accounts,  open  new 
accounts  or  resolve  other  problems;  and 

Custody  and  storage  of  permanent  correspondence  and  any  other  employer 
records  not  maintained  on  computer  tape  files. 

Taxation  Centre  Responsibility  (TCR) 

Enforcement  action  on  less  complex  accounts  not  requiring  personal 
contact. 

Amendments  (T4,  T4A) 

Processing  of  amended  T4/T4A  Supplementaries  and  Information  Returns. 
Error  Corrections 

The  Error  Corrections  process  under  which  PAYDAC  transcripts,  rejected 
by  the  System,  are  corrected  and  re-entered. 

PIER  (Pensionable  Insurable  Earnings  Review) 

The  annual  Pensionable  and  Insurable  Earnings  Review  (PIER)  Program 
conducted  to  ensure  the  accurate  calculation  and  withholding  of  CPP 
contributions  and  UI  premiums  on  employees’  T4  Supplementaries. 
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3. 


District  Office 


Responsibilities 

The  Source  Deductions  Section  in  the  District  Office  is  responsible  for: 

Review  and  Control 
Enquiries 

Direct  personal  or  telephone  communications  with  employers  to  resolve  problems; 
Employee  complaints  which  require  investigation  or  intervention. 

Enforcement 

Enforcement  action  of  a  more  complex  nature  which  could  not  be  resolved  by  the 
Taxation  Centre,  or  which  requires  personal  contact. 

Rulings 

Rulings  for  employers  or  employees  in  respect  of  Canada  Pension  Plan  or 
Unemployment  Insurance  coverage; 

Service  and  enforcement  activity 

source  deduction  audits  in  the  categories  of  service,  compliance  and  new 
employer  visits; 

BEIA  (taxable  benefit  audits); 
pension  adjustment  audits;  and 
non-resident  tax  audits. 
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2.5  Revenue  Programs 


Head  Office,  Revenue  Programs  Division  provides  functional  expertise  to  the  38  district 
offices  and  eight  taxation  centres,  each  of  which  has  an  accounts  group.  The  Division 
also  acts  as  a  cashier  and  handles  all  remittances  made  through  banks,  district  offices  and 
the  taxation  centres.  In  essence,  Revenue  Programs  Division  is  the  Department’s 
accountant  and  bookkeeper.  In  that  capacity,  it  reconciles  amounts  received  via 
CINDAC,  the  computerized  accounting  system  (this  system  is  the  subject  of  a  separate 
section).  The  Division  maintains  control  over  approximately  one  million  instalment 
accounts  across  the  country. 


2.6  Collections 

The  Collections  function  has  received  considerable  public  and  departmental  attention  over 
the  last  several  years.  Probably  the  most  critical  examination  of  the  function  resulted 
from  the  Progressive  Conservative  Task  Force  and  the  Farlinger  Report  in  1984  and 
1985.  These  separate  reviews  revealed  aggressive  collections  practices  that  perhaps,  in 
hindsight,  were  isolated  to  certain  district  offices  and  did  not  reveal  true  departmental 
policies. 

Tax  collection  was  also  the  subject  of  the  Auditor  General’s  Report  (fiscal  year  ending 
March  31,  1988).  The  report  reveals  that  collections  administration  is  shared  among 
head,  regional  and  district  offices.  Head  office  determines  policy  and  procedures  and 
provides  direction  and  technical  advice  to  the  districts.11 

In  many  ways  the  activities  of  the  other  divisions  within  the  Collections  and  Accounting 
Directorate  (and  RCT  as  a  whole)  directly  affect  the  collections  function.  For  instance, 
accelerated  remittances  not  only  result  in  faster  revenue  flow  to  the  government  via  RCT, 
but  also  more  defaults  and  penalties  that  Collections  Division  must  collect.  While 
auditors  raise  assessments,  it  is  the  Collections  Division  which  is  responsible  for  recovery 
of  the  tax  assessed  amount. 

The  Automated  Collections  System  has  had  a  profound  effect  on  the  Collections  function. 
Head  office  staff  and  district  office  staff  agree  that  the  system  has  made  their  job  easier. 
A  potential  downside,  however,  relates  to  the  fact  that  the  system  "pushes"  the  user  all 
the  time. 

The  ACS  provides  on-line  reports  on  collection  activities  that  can  be  printed  at  the  user’s 
request.  STARS,  a  new  statistical  system  being  developed,  will  respond  to  many  of  the 
management  reporting  requirements  that  have  been  identified.  The  Division  relies  on  the 
account  systems,  which  are  batch  processed,  to  update  its  statistical  database.  This 
database  will  be  more  functional  once  the  accounting  systems  are  redesigned  to 
incorporate  real-time  processing.  In  addition  to  Section  2.3  of  this  Appendix,  ACS  is 
also  discussed  in  Appendix  6,  Section  6.2. 


11  Auditor  General’s  Report  for  fiscal  year  ending  March  31,  1988,  Chapter  17. 
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APPENDIX  3 

ASSESSING  AND  ENQUIRIES  DIRECTORATE 


1 


ASSESSING  AND  ENQUIRIES  DIRECTORATE 

•  develops  and  directs  programs  on  the  assessment 
and  filing  of  income  tax  returns 

•  provides  liaison  to  district  office  and  taxation 
centre  staff  on  a  number  of  programs  including 
returns  processing  and  maintenance,  filing,  post 
assessing,  matching  and  office  examination  and 
enquiries  and  information 

•  consists  of  three  divisions: 

Returns  Processing 

Examination 

Enquiries  and  Taxpayer  Assistance 


TAXATION  PROGRAMS  BRANCH 


Irtemstlonsl  Audts 


APPENDIX  3  -  ASSESSING  AND  ENQUIRIES  DIRECTORATE 


3  Assessing  And  Enquiries  Directorate 

3.1  Functional  Reporting  Area 

Taxation  Programs  Branch 
Assessing  and  Enquiries  Directorate 
(see  Organization  Charts) 

The  Assessing  and  Enquiries  Directorate  is  made  up  of  three  divisions: 

Returns  Processing  Division; 

Examination  Division;  and 

Enquiries  and  Taxpayer  Assistance  Division. 

The  Head  Office  Directorate  is  responsible  for  policy  development  for  the  three  divisions. 
While  the  Directorate  has  functional  responsibility,  Taxation  Centres  and  District  Offices 
are  responsible  for  the  day-to-day  activities,  and  have  line  authority  over  staff  assigned  to 
these  areas.  An  overview  of  each  Division  is  outlined  below,  followed  by  an  analysis  of 
the  TC  and  DO  activities  relating  to  each  Division. 

The  role  of  the  Assessing  and  Enquiries  Directorate  consists  of  two  main  functions: 

1)  to  provide  functional  direction  to  District  Offices  and  Taxation  Centres 
relating  to  the  actual  administration  of  the  laws  (i.e.  the  assessment  and 
reassessment  of  returns);  and 

2)  the  establishment,  maintenance  and  improvement  of  national  policies  and 
programs  to  ensure  that  tax  laws  administered  by  RCT  are  communicated 
to  the  public  in  an  efficient  and  effective  fashion. 

Assessing  and  Enquiries  Directorate’s  mandate  impacts  on  processing/assessing/ 
information  dissemination  relating  to  all  tax  returns  and  all  individuals  and  business 
entities  that  come  in  contact  with  the  tax  system.  This  paper,  however,  as  a  consequence 
of  time  and  space  limitations,  will  not  review  the  Directorate’s  activities  regarding 
corporate  taxation. 

Returns  Processing  Division 

Arguably  this  division  has  the  greatest  potential  for  direct  contact  between  individual 
taxpayers  and  RCT.  A  tax  return  is  required  from  most  taxpayers  once  per  year.  Upon 
filing  a  return  one  of  the  many  activities  conducted  as  part  of  the  processing  function  is 
the  comparison  of  income  tax  owed  per  the  return  and  tax  withheld  via  source  deductions 
by  employers  throughout  the  year.  The  difference  after  accounting  for  credits  is  either 
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Exhibit  "A" 


Office  Examination  of  Returns,  Additional  Tax  Assessed  and 
Associated  Person-Years 
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19S7-S8  Actual 

29,422 

48,792 

286.9 
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1,658 

1988-89  Actual 

37,069 

57,300 

292.0 
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1,546 

1989-90  Actual 

36,118 

74,057 

339.0  . 

106 

2,050 

1990-91  Forecast 

31,247 

70,731 

2S4.3 

110 

2,264 

1991-92  Estimates 

37,454 

75,222 

295.6 

127 

2,008 

1  Actual  resources  associated  with  1989-90  and  prior  years  include  overtime  and 
student  person-year  equivalents. 

2  Includes  federal  tax  only. 


Source:  Revenue  Canada,  Taxation 

Estimates  1990-1991,  Part  III,  p46. 
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tax  owed  or  tax  refunded.  As  such,  this  aspect  of  the  tax  system,  referred  to  within  RCT 
as  Assessing,  is  perhaps  the  most  potentially  sensitive  contact  point  for  the  Department 
and  the  taxpayer  alike. 

Returns  processing  is  carried  out  in  the  Taxation  Centres  and  utilizes  EDP  systems  to 
meet  efficiency  and  effectiveness  criteria.  The  role  of  Taxation  Centres  and  the  EDP 
function  in  the  administration  of  taxes  are  the  subjects  of  separate  sections  later  in  the 
paper  (see  Appendices  4  and  6).  Clearly,  without  a  well-articulated  policy  mandate 
provided  by  Head  Office  Directorate,  and  without  effective  computer  assisted  processing, 
the  Minister  of  Revenue  could  not  promise  taxpayers  timely  and  efficient  responses 
(generally  interpreted  as  refund  cheques)  to  returns  filed. 

Examination  Division 

This  area  involves  three  operations:  Office  Examination,  Matching  and  Post- Assessing.1 

Office  Examination:  After  tax  returns  are  processed  in  the  TC,  they  may  be 

reviewed  and  reassessed. 

Matching:  Income  reported  by  taxpayers  is  verified  by  comparing  it  to 

information  slips  issued  by  payors,  such  as  financial 
institutions. 

Post- Assessing:  Deductions  or  exemptions  are  accepted  as  declared  during 

initial  processing,  in  order  to  expedite  processing.  At  this 
stage,  comparisons  are  made  with  prior  year  returns,  asking 
.  the  taxpayer  for  additional  information,  or  applying  a  wider 
knowledge  of  the  legislation.  Claims  for  provincial  tax 
credits  and  incentives  are  validated  at  this  stage. 

The  Examination  Division  helps  maintain  the  integrity  of  the  self-assessment  system  by 
ensuring  that  an  effective  and  efficient  review  process  for  taxpayer  returns  is  in  place. 
Reviewing  tax  returns  starts  at  the  initial  processing  stage  and  the  Examination  Division 
both  complements  this  function  and  builds  on  it.  A  statistical  overview  of  this  activity  is 
provided  on  Exhibit  "A"  on  the  page  opposite. 


1  Revenue  Canada,  Taxation;  1990-1991  Estimates  Part  III  Expenditure  Plan,  p37. 
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Exhibit  "B" 


Matching  of  Returns,  Additional  Tax  Assessed  and  Associated 
Person-Years 
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Reviewed 

Matching 

Matching 

Matching  Total 

(SOOO)  . 

Person-Years* 

Person-Year 

(S)2 

1987-88  Actual 

112,267 

111,147 

223,414 

.  45,855 

.  71.4 

3,129 

.  205 

1988-89  Actual 

42,131 

149,872 

192,003 

38,965 

19.7 

9,746 

203 

1989-90  Actual 

386,008 

135,100 

521,108 

103,267 

122.7 

4,250 

198  . 

1990-91  Forecast 

69,528 

130,000 

123,086  322,614 

91,424 

79.0 

4,084 

283 

1991-92  Estimates 

80300 

125,000 

292300  497,800 

104,345 

142.7 

3,488 
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1  Resources  for  all  years  include  student  person-year  equivalents;  overtime 
person-year  equivalents  are  included  for  1989-90  and  prior  years  only. 

2  Includes  federal  and  provincial  tax. 


Post-Assessing  of  Returns,  Additional  Tax  Assessed  and 
Associated  Person-Years 


Returns  Reviewed _  Additional 

Tax 


- 

Regular 

Post-Assessing 

Provincial 

Tax 

Credit 

Post-Assessing 

Total 

Additional 

Tax 

Assessed 

(SOOO) 

Associated 

Person-Years* 

Returns 

Reviewed 

per 

Person-Year 

Assessed 
per  Return 
Reviewed 

(S)2 

1987-88  Actual 

84,122 

49,644 

133,766 

20,914 

112.0 

1,194 

156 

1988-89  Actual 

55,002 

31,485 

86,487 

23,451 

'  73.5 

1,177 

271 

1989-90  Actual 

41,826 

41,943 

83,769 

19,407 

863 

971 

232 

1990-91  Forecast 

46,954 

33,206 

80,160 

25,287 

74.6 

1,075 

315 

1991-92  Estimates 

39,130 

33,206 

72,336 

15,149 

55.7 

1,299 
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1  Actual  resources  associated  with  1989-90  and  prior  years  include  overtime 
and  student  person-year  equivalents. 

2  Includes  federal  and  provincial  tax. 


Source:  Revenue  Canada,  Taxation 

Estimates  1990-1991,  Part  III,  p47. 
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The  following  principles  are  built  into  the  examination  function:2 

1)  Generally,  potential  as  determined  by  degree  of  noncompliance  and  the 
highest  tax  adjustment  should  determine  the  level  of  review  and  audit. 
However,  education  of  those  taxpayers  who  do  not  or  cannot  comply  and 
require  assistance  is  also  an  important  program  feature. 

2)  Taxpayers  must  believe  that  the  review  and  audit  process  is  fair. 

3)  Taxpayers  must  understand  the  reason(s)  for  a  potential  adjustment  as  a 
result  of  the  Division’s  activities  before  the  adjustment  is  made. 
Understanding  is  facilitated  through  discussion  and  the  opportunity  to 
respond  to  contemplated  changes.  Fewer  objections  and  appeals  will  result 
if  taxpayers  understand  the  reasons  for  the  making  of  adjustments,  and  if 
decisions  in  this  regard  by  RCT  staff  are  well  reasoned  and  applied 
consistently. 

As  already  mentioned,  the  Returns  Processing  Division  is  really  the  first  contact  point 
between  the  Department  and  taxpayers.  However,  in  most  instances,  contact  is  nothing 
more  personal  than  filing  a  tax  return.  If  a  return  is  filed  correctly  in  the  judgement  of 
the  Department,  the  relationship  ends  until  the  next  tax  season.  On  the  other  hand, 
however,  the  Examination  Division  is  really  the  first  personalized  contact  point  between 
RCT  and  the  taxpayer.  As  a  result,  this  Division  has  a  unique  responsibility  within  the 
Department  because  first  impressions  are  many  times  lasting  impressions. 

Legislative  amendments,  such  as  the  requirement  for  social  insurance  numbers  on 
information  slips,  coupled  with  the  Department’s  commitment  to  the  use  of  electronic 
technology,  will  increase  the  profile  and  importance  of  the  Division’s  matching  functions 
(see  Exhibit  "B"). 

Post  assessing  (verification  after  the  fact)  is  becoming  a  larger  facet  of  the  Department’s 
operations.  Discussions  with  RCT  staff  reveal  that  initial  assessing  (upfront  assessing) 
and  post  assessing  are  different  schools  of  thought,  with  advantages  and  disadvantages 
attached  to  both.  At  the  present  time,  while  the  jury  is  still  officially  out,  post  assessing 
is  being  used  more  as  the  Department  tries  to  cope  with  increasing  workloads,  reduced 
staffing  levels  and  the  Minister’s  public  promise  of  expeditious  processing  of  tax  refunds 
(see  Exhibit  "B"). 


2  Revenue  Canada,  Taxation,  internal  publication  written  by  Head  Office  Bureau  Principal,  The  Assessing  and  Enquiries 
Directorate.  p74. 
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Electronic  filing  (EFILE),  Electronic  Data  Interchange  (EDI),  and,  generally,  the  concept 
of  a  paperless  tax  environment,  are  becoming  higher  profile  features  that  depend  very 
heavily  on  post  assessing  routines.  As  the  Department  publicizes  the  apparent  benefits  of 
a  paperless  tax  environment  as  a  step  in  its  attempt  to  simplify  the  tax  system,  this 
Division’s  function  becomes  increasingly  more  important.  Post  assessment  routines,  such 
as  matching,  will  receive  greater  attention  as  the  Department  finds  it  increasingly  difficult 
to  expand  human-resource-intensive  functions,  such  as  audit  and  examination. 

Enquiries  and  Taxpayer  Assistance  Division3 

The  Division  is  responsible  for  the  development  of  national  policies  and  procedures  which 
assist  taxpayers  in  complying  with  the  law.  Emphasis  is  placed  on  the  quality  and 
standard  of  service  provided,  on  the  premise  that  taxpayer  compliance  is  enhanced  when 
they  know  what  the  rules  are,  and  if  they  are  confident  that  tax  administration  is  fair  and 
reasonable. 

The  objective  of  the  Enquiries  Program  is  to  facilitate  the  receipt  of  correctly  filed  tax 
returns  through  the  provision  of  courteous,  timely  and  accurate  responses  to  requests  for 
information.  The  performance  of  the  Program  impact  on: 

(a)  taxpayer  confidence  in,  and  voluntary  compliance  with,  the  law  under  the 
self-assessment  system; 

(b)  political  sensitivity,  as  a  change  to  a  taxpayer’s  return  can  result  in 
complaints  to  the  Minister;  and 

(c)  other  Departmental  workloads,  since  a  poor  quality  information  service 
will  result  in  a  need  for  increased  Post  Assessing  compliance  activities. 

Enquiries  are  received: 

a)  by  telephone; 

b)  at  information  counters;  and 

c)  by  written  correspondence. 

Assessing  and  Enquiries  program  staff  operate  through  the  36  District  Offices  and  7 
Taxation  Centres  located  in  5  geographic  regions.  Taxation  Centres  are  high-volume 
processing  centres  that  do  not  require  face-to-face  or  telephone  contact  with  the  taxpayer. 

Enquiries  staff  in  District  Offices  handle  high  volume  workloads  requiring  direct  taxpayer 
contact.  District  Office  Enquiries  staff  are  RCT’s  front-line  representatives  in  all  matters 
relating  to  the  public’s  tax  information  needs.  They  are  responsible  for  answering  all 
telephone  and  counter  enquiries  received  in  their  District  Office  and  for  resolving  all 
taxpayer  related  problems. 


3  ibid,  p97-98. 
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If  a  taxpayer’s  query  is  in  any  way  related  to  an  Assessing  activity  (either  in  the  Taxation 
Centre  or  the  District  Office),  assistance  and  follow-up  action  is  provided  by  the  District 
Office.  A  taxpayer,  for  example,  would  not  be  told  to  contact  the  Taxation  Centre. 
District  Office  staff  assume  that  responsibility. 

In  addition,  the  officers  are  trained  to  handle  certain  routine  questions  from: 

Collections; 

Revenue  Accounting;  and 
Taxroll. 

Queries  that  are  clearly  outside  Assessing  &  Enquiries  responsibility  or  expertise  are 
referred  (i.e.  business  enquiries  to  audit,  objection  enquiries  to  appeals,  etc.).  Queries 
received  vary  in  complexity,  ranging  from  a  request  for  information  on  the  status  of  an 
expected  refund,  or  an  explanation  on  the  applicability  of  a  certain  deduction  or 
exemption,  to  a  request  for  an  advance  ruling  on  the  tax  consequences  of  a  proposed 
corporate  re-organization. 

Computer  technology  makes  it  possible  for  Enquiries  staff  to  access  current  data  on  the 
status  of  an  individual’s  personal  income  tax  return,  without  having  the  actual  return. 

This  allows  for  quick,  accurate  responses. 
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3.2  Recent  Changes  Affecting  Assessing  and  Enquiries  Directorate 


1.  Electronic  Filing 

Initially  piloted  in  Winnipeg  during  the  1990  tax  season,  this  program  is 
considered  a  cornerstone  of  the  Department’s  much  publicized  future  paperless  tax 
environment.  The  pilot  was  considered  a  success  and  the  program  was  expanded 
to  include  the  prairie  provinces  and  the  Northwest  Territories  for  the  1991  tax 
season.4  This  filing  feature  is  now  available  to  all  T1  taxfilers. 

The  Department  benefits  from  EFILE  due  to  reduced  mail  and  return  handling, 
keying  and  storage.  Verifying  at  the  "back  end"  as  opposed  to  the  "front  end"  of 
the  processing  cycle  (normal  with  paper  returns)  allows  RCT  to  better  target 
verification  activities,  thereby  reducing  taxpayer  inconvenience.  Taxpayers  also 
benefit  because  they  know  their  return  was  received  by  RCT  immediately,  keying 
errors  have  been  eliminated  and  that  their  refund  will  be  received  more  quickly. 


2.  Electronic  Data  Interchange  (EDI) 

To  accomplish  the  Department’s  objectives  of  a  paperless  tax  environment  and 
reducing  the  compliance  burden,  RCT  is  researching  the  viability  of  EDI  in  a  tax 
environment.  The  most  apparent  benefit  is  the  elimination  of  paper  intensive 
processes. 

This  initiative  offers  substantial  advantage  in  exchanging  information  such  as  bulk 
and  digitized  third  party  data,  between  government  departments,  private  sector 
sources  and  other  countries  which  are  equipped  with  EDI  facilities.  Currently, 
only  Canada  and  the  United  States  are  fully  equipped,  but  that  is  changing  rapidly. 


3.  Pension  Reform 

Providing  each  taxpayer  with  an  annual  written  record  of  remaining  RRSP 
contribution  "room"  will  undoubtedly  impact  profoundly  on  the  Enquiries  and 
Taxpayer  Assistance  Division  mandate. 

The  cost  of  providing  this  information  must  be  balanced  against  the  former  need 
to  assist  clients  in  calculating  their  maximum  allowable  RRSP  contribution, 
processing  forms  to  permit  the  refund  of  excess  contributions  and  dealing  with 
requests  for  administrative  relief. 

Pension  "room"  statements  are  provided  on  initial  notices  of  assessment  and 
updated  on  reassessments.  An  on-line  enquiry  system  is  available  to  provide 
information  to  clients  who  may  have  lost  or  misplaced  that  information. 


4  CCH  Manitoba  &.  Saskatchewan  Tax  Reports,  Report  Number  204,  November  14,  1990,  p5. 
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4.  Restructure  of  the  T1  Cycle  System 

The  1990-1991  Estimates  refer  to  a  plan  for  the  restructure  of  the  T1  tax  return 
processing  cycle.5  The  changes  will  allow  for  systems  such  as  CINDAC  and 
TAPMA  to  run  independently.  This  change  is  expected  to  eventually  improve  the 
delivery  of  refunds,  because  these  major  EDP  systems  will  run  more  responsively. 

Entitled  T1  Modernization,  the  project  (underway)  will  provide  a  new  technical 
infrastructure.  It  has  already  provided  the  basis  for  online  assessing  of  Tl’s  and 
is  the  basis  for  modernizing  the  batch  system  technological  base.  Overnight 
assessing  and  daily  accounting  are  a  reality,  although  final  changes  will  not  be 
implemented  until  1994.  The  Electronic  Revenue  Accounting  System  component 
of  the  project  will  be  implemented  in  1993.  It  will  allow  TC  revenue  accounting 
staff  an  on-line  facility  for  reacting  to  taxpayer  requests  for  credit  reallocation  and 
similar  transactions. 

5.  Returns  Processing 

Procedures  implemented  in  1989-1990  that  allowed  DOs  to  deposit  payments 
directly  saved  the  Crown  $20  million  in  interest  charges.  Another  $1.5  million 
was  saved  through  a  reduction  of  deposit  delays  for  payments  received  during  the 
filing  season.6 

6.  Online  Reassessment  Program 

This  automated  system  (instituted  nationally  in  October,  1987)  allows  assessors  to 
adjust  tax  returns  on  an  on-line  computer  terminal.7  Returns  are  adjusted 
instantaneously,  therefore,  adjustment  time  is  reduced  significantly  and  the  paper 
burden  is  virtually  eliminated.  These  benefits  are  advantageous  to  the  Department 
and  the  taxpayer. 

7.  On-line  Taxpayer  Correspondence 

Phase  I  was  implemented  early  in  1989  in  time  for  the  1989  tax  return  processing 
program.8  This  aspect  of  the  program  automated  taxpayer  contact  letters,  which 
request  additional  information  from  a  taxpayer  required  to  process  the  tax  return. 
The  system  produces  a  personalized  letter  and  streamlines  the  process  to  eliminate 
the  manual  maintenance  of  inventories  and  utilization  of  RCT  operating  manuals. 


5  1990-1991  Estimates,  p34. 

6  ibid,  p34. 

7  Revenue  Canada,  Taxation,  1988-1989  Estimates  Part  III  Expenditure  Plan,  p20. 

8  Revenue  Canada,  Taxation,  1990-1991  Estimates,  p24. 
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This  program  also  allows  the  Department  to  provide  improved  service  to  taxpayers 
enquiring  about  their  refunds.  Enquiries  personnel,  via  the  terminal,  can  explain 
specific  assessment  delays  that  resulted  from  taxpayer-generated  errors  on  the  tax 
return. 

The  Electronic  Letter  Creation  System  provides  an  electronic  correspondence 
system  to  automate  the  preparation,  printing  and  storage  of  correspondence 
generated  in  TCs  and  DOs.  This  system  has  the  facility  to  add  a  signature, 
replace  preprinted  forms  and  add  graphics  where  required. 

8.  Maintenance  Orders 

The  Family  Orders  Enforcement  Assistance  Act  received  Royal  Assent  on 
February  13,  1986.9  This  piece  of  legislation  is  designed  to  enforce  spousal 
support  obligations.  RCT  flags  and  withholds  refunds  to  those  taxpayers  in 
default  of  family  support  payments. 


3.3  Information  Matching  Programs 

An  essential  prerequisite  for  any  successful  matching  program  is  the  need  for  a  common 
identifier.  Since  passage  of  legislation  requiring  social  insurance  numbers  on  information 
slips  (Bill  C-139  in  September,  1988),  matching  should  become  a  larger  component  of 
departmental  enforcement  operations. 

Revenue  Canada,  Taxation  has  conducted  matching  programs  for  a  number  of  years, 
principally  relating  to  taxpayers  claiming  Ontario  Tax  Credits  (OTC).  This  matching 
exercise  centres  on  spouse-related  claims,  where  both  spouses  may  claim  a  credit  to 
which  only  one  is  entitled.  The  matching  program  is  successful  only  in  situations  where 
a  common  cross-reference  identifier  exists  for  each  input  source. 

If  a  couple,  that,  in  the  past,  identified  themselves  as  married,  ceases  to  indicate  married 
status,  they  are  not  eliminated  from  the  matching  routine.  However,  if  they  formally 
state  they  are  no  longer  married,  they  are  excluded  from  the  routine.  In  general, 
matching  routines  were  easier  to  conduct  prior  to  federal  tax  reform  changes  introduced 
in  1988.  Until  that  time,  OTC  claims  involving  spouses  required  the  spouse  with  the 
higher  taxable  income  to  make  the  OTC  claim,  based  on  that  income  alone.  As  a  result 
of  federal  tax  reform,  OTC  claims  are  based  on  combined  spousal  taxable  income.  This 
requires  both  spouse  incomes  to  be  reviewed.  Potential  credit  recoveries  of  $50  or 
greater  are  considered  as  significant  tax  recovery  figures  in  the  matching  routine. 

This  matching  exercise  related  to  Ontario  Tax  Credits  has  been  negotiated  between  the 
federal-provincial  bureaucracies.  At  present,  RCT  covenants  to  audit  two  per  cent  of 
OTC  claims  for  property  and  sales  tax  credits.  Since  the  original  two  per  cent  audit 
coverage  was  negotiated,  which,  incidentally,  is  not  contained  officially  within  the 


9  Revenue  Canada,  Taxation,  1987-1988  Estimates,  pl8. 
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Federal-Provincial  Tax  Collection  Agreement,  the  OTC  program  has  been  expanded  to 
include  Political  Contribution  Tax  Credits  (PCTC),  Ontario  Home  Ownership  Savings 
Plan  Tax  Credits  (OHOSP),  and,  most  recently,  the  Ontario  Investment  and  Worker 
Ownership  Program  (OIWOP).  The  two  per  cent  matching  coverage  arrangement 
does  not  apply  to  the  latter  four  credits. 

In  addition,  there  is  no  specific  RCT  requirement  to  match  Ontario  Tax  Reduction 
claims,  which  are  not  part  of  OTC,  even  though  a  matching  routine,  specific  to  OTR 
features,  could  potentially  be  established,  based  on  taxpayer  information  filed  in  the  tax 
return. 

Matching  at  Revenue  Canada,  Taxation  is  a  post  processing  returns  function.  It  is 
conducted  after  the  initial  processing  of  T1  returns.  Matching,  like  returns  processing,  is 
carried  out  in  the  Taxation  Centres.  The  bulk  of  initial  T1  filing  occurs  annually  between 
January  and  April.  The  Ontario  tax  credit  matching  routine,  as  well  as  other  RCT 
matching  exercises,  is  not  carried  out  until  the  fall  of  the  year. 

Taxpayer  Master  Files  (TAPMA),  an  electronically  generated  data  base,  serves  as  the 
primary  vehicle  used  in  the  matching  routines.  Automatic  reassessment  notices, 
generated  by  the  system  to  reflect  ineligible  claims,  also  update  the  CINDAC  accounting 
file. 

"Back  end"  matching  (post  processing)  is  conducted  for  two  principal  reasons.  First, 
during  the  peak  tax  season,  processing  returns  and  issuing  refund  cheques  are  of  highest 
priority.  It  is  RCT  policy  that  tax  return  processing  may  not  be  unduly  delayed,  which 
means  that  delays  in  issuing  a  refund,  which  would  be  required  to  conduct  comparisons 
with  a  spouse’s  return,  are  not  permitted.  Secondly,  the  T1  processing  cycle  cannot 
match  returns  at  the  front  end  during  initial  assessing,  since  there  is  no  practical  way  of 
picking  up  the  identifier  at  that  stage. 

Currently,  TAPMA  is  a  tape  system.  For  matching  purposes,  data  contained  on  a  tape 
medium  cannot  be  compared  as  quickly  as  data  contained  on  a  disk  medium.  Eventually, 
when  the  Department  changes  from  a  tape-driven  system  to  a  disk-driven  system, 
matching  can  then  be  conducted  as  part  of  front  end  processing. 

There  are  opportunities  to  reduce  the  processing  burden.  The  use  of  joint  returns 
(currently  used  in  the  United  States),  would  eliminate  approximately  5  million  T1  returns. 
Even  though  the  joint  returns  proposal  was  dismissed  by  RCT,  other  proposals  to 
expedite  processing,  such  as  EFILE  (electronic  filing),  EPASS  (extended  profile  returns) 
are  in  the  pilot  or  developmental  phase.  These  initiatives,  however,  emphasize  more  post 
assessing. 

As  part  of  the  Department’s  continuing  efforts  to  utilize  technology  to  absorb  growing 
workloads,  the  TAPMA  tape  system  will  evolve  into  a  disk  system  with  on-line  access. 
This  change,  scheduled  for  future  implementation,  will  result  in  TAPMA  being 
segmented  into  an  identification  section,  tax  year  section  and  a  pre-match  area  for 
Unemployment  Insurance  benefit  analysis.  The  current  TAPMA  file  contains  26  million 
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records  (deceased  taxpayers  are  included).  Matching  would  remain  as  a  post  assessing 
activity,  but  it  could  be  started  earlier  than  the  current  autumn  period  (eg.  the  1989  tax 
season  matching  exercise  commenced  on  September  24,  1990,  with  taxpayers  receiving 
their  reassessment  notices  by  October  10,  1990). 

Matching  in  the  past  has  been  an  under-utilized  enforcement  resource  within  the 
Department,  principally  due  to  the  lack  of  a  common  and  consistent  identifier  on 
information  slips.  The  Examination  Division  realizes  that  matching  is  a  cost  effective 
tool  for  recouping  foregone  tax  revenues  associated  with  undeclared  income. 

In  an  effort  to  maximize  the  use  of  matching,  the  Division  has  attempted  to  match  based 
on  an  identifier  other  than  social  insurance  number.  For  example,  in  1989  it  conducted  a 
matching  routine  for  the  Ontario  government,  based  on  address  postal  codes,  to  identify 
multiple  claims  for  property  tax  credits.  However,  the  Division  does  not  have  the 
funding  to  conduct  these  experiments  on  an  ongoing  basis. 

Matching,  in  general,  and  address  matching,  in  particular,  show  great  promise. 

Mandatory  reporting  of  SINs  on  information  slips  significantly  augments  the  potential  of 
this  tool.  In  the  future,  undisclosed  income  matching  routines  will  draw  on  information 
generated  from  private  enterprise  and  other  agencies. 

Along  with  the  matching  routine  conducted  for  Ontario  tax  credits,  the  Examination 
Division  also  matches  for  unemployment  insurance  benefits  (T4U  slips).  In  the  near 
future,  matching  routines  will  examine  taxpayer  investment  income  (T5  slips).  Before  the 
SIN  legislation  was  passed,  the  Division  utilized  summer  students  to  massage,  format  and 
sort  information  slips  received  from  taxpayers  to  facilitate  electronic  matching.  Even 
these  labour  intensive  efforts  resulted  in  substantial  revenue  returns.  This  year,  students 
were  used  as  an  aid  to  matching  registered  retirement  savings  plan  slips. 

Recent  initiatives,  such  as  the  implementation  of  on-line  reassessment  programs  (RAP), 
allow  for  quicker,  less  paper-intensive  processing  of  changes  to  taxpayer  information. 

This  facilitates  easier  work  flow  planning.  On-line  RAP’s  also  render  the  matching 
process  more  effective  because  more  accurate,  timely  information  is  used.  Matching  is 
currently  under-resourced,  with  the  result  that  matching  systems  are  not  used  to  their  full 
potential.  Research  projects,  such  as  the  recently-completed  Miscellaneous  Information 
Slip  Processing  (MISP)  initiative,  may  act  as  a  stimulus  for  expanded  matching  intitiaves. 
To  reap  the  full  benefits,  the  Department  must  address  present  paper-intensive  matching 
exercise  features.  RCT  has  had  considerable  success  in  obtaining  tape  files,  but  a 
solution  is  required  to  the  present  incompatibility  of  tapes  provided  by  outside  agencies. 

The  Examination  Division  maintains  that  matching  provides  a  substantial  return  to  the 
Department  per  reassessment  hour  expended,  since  a  significant  number  of  taxpayers 
remit  the  tax,  without  further  RCT  contact,  in  response  to  the  system-generated 
reassessment  notice  issued  as  part  of  the  matching  exercise.  Even  recognizing  that 
matching  creates  work  for  other  functions  within  RCT,  there  are  significant  benefits 
derived  from  a  more  visible  enforcement  presence,  both  from  perspectives  of  revenue 
yield  and  (direct  and  indirect)  taxpayer  compliance. 
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Electronic  Filing  (EFILE) 


Electronic  filing  will  generate  different  issues  for  matching  programs.  With  electronic 
filing,  the  Department  has  a  taxpayer  declaring  income  and  calculating  tax  payable,  but  it 
does  not  have  the  corroborating  data  contained  on  information  slips.  Electronic  filing 
will  use  a  reverse  matching  process  to  remedy  this  situation. 

In  the  absence  of  paper,  EFILE  matching  is  limited  to  data  capture  fields.  In  cases  of 
data  discrepancy,  or  absence  of  filed  information,  there  is  no  secondary  paper  source  for 
comparison  purposes.  If  documentation  is  not  on  file,  taxpayer  contact  is  die  sole 
recourse.  Depending  upon  the  type  of  information  required,  and  the  incidence  of  cases 
necessitating  taxpayer  contact,  the  EFILE  process  could  result  in  more  inconvenience  to 
taxpayers,  as  well  as  higher  (human  and  financial)  resource  expenditure  by  the 
Department  to  rectify  problems. 

Goods  and  Services  Tax  Credit  (GSTC) 

This  new  area  in  the  Department  will  support  activities  related  to  improved  income 
matching,  most  particularly  when  Revenue  Canada,  Customs  and  Excise  computer 
programs  become  integrated  with  those  of  Revenue  Canada,  Taxation.  The  GSTC  will 
use  a  separate  matching  program  (income  based  rather  than  tax  based),  separate  from 
currently  existing  matching  exercises. 
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and  Development  Section  Assessing  Section 


3.4  Trusts  and  Special  Elective  Returns 


Functional  Reporting  Area 

Taxation  Programs  Branch 
Assessing  and  Enquiries  Directorate 
T2-T3  Assessing  and  Taxroll  Programs  Division 
Trust  and  SER  Section 

(see  Organization  Structure  opposite) 

Structure 

The  workload  of  the  section  is  composed  of  three  components:10 

1)  T3  Trust  Returns; 

2)  Special  Elective  Returns;  and 

3)  Other  projects,  including  Part  VII  and  Part  vm  Returns,  and  the  assessing 
functions  related  to  the  Petroleum  and  Gas  Revenue  Tax  Act  (PGRT). 

Objectives 

1)  To  foster  self-assessment  by  Trust  taxpayers,  and  corporations  participating 
in  the  Share  Purchase  Tax  Credit  (SPTC)  and  Scientific  Research  Tax 
Credit  (SRTC)  refundable  tax  programs,  by: 

a)  assessing  and  reassessing  T3  returns  and  issuing  correct  assessments 
on  a  timely  basis; 

b)  performing  basic  validity  examinations  on  the  SPTC  and  SRTC 
designations  and  assessing  late  filing  penalties  and  tax  as  applicable. 

2)  To  ensure  that  taxpayer-requested  adjustments  (TPR),  as  well  as 
adjustments  originating  from  other  departmental  sources,  are  processed 
correctly  and  on  a  timely  basis. 

3)  To  ensure  that  Special  Elective  Returns  and  PG1  Returns  are  processed 
with  all  despatch  and  that  Notices  of  Assessment  or  Reassessment  are 
issued  when  appropriate. 


10  Revenue  Canada,  Taxation,  The  Assessing  and  Enquiries  Directorate,  internal  publication,  p46-47. 
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CHART  I 


OTTAWA  TAXATION  CENTRE 
FLOW  OF  RETURNS 
T 3  RETURN!  PROCESSING  PROCRA.MS 


Legislative  Basis 


Income  Tax  Act  Sections  150,  151,  and  152  and  Regulation  204.  Also  included  are  the 
corresponding  sections  of  the  provincial  income  tax  laws  (applicable  only  to  provinces 
which  are  partners  to  Tax  Collection  Agreements). 

Workflow 

T3  Trust  Returns: 

A  diagram  outlining  the  processing  of  T3’s  appears  opposite  (Chart  I).  The  workflows 
resulting  from  T3  returns  is  made  up  of:11 

1)  T3  Regulars  -  Testamentary  and  Inter-vivos  trust  returns; 

2)  T3  Specials  -  Deferred  income  plans  such  as:  Deferred  Profit 

Sharing  Plans,  Registered  Pension  Plans,  Registered 
Retirement  Savings  Plans,  and  Registered  Retirement 
Income  Funds. 

The  assessment  and  reassessment  of  T3  regular  returns  involve  manual  verification  and 
dressing  (supporting  document  verification,  mathematical  accuracy  verification,  income 
allocation  verification,  the  manual  calculation  of  provincial  and  federal  tax  payable,  etc.). 
Once  the  verification  process  is  complete,  the  returns  and  corresponding  documentation 
are  forwarded  to  the  Revenue  Programs  Division  for  issuance  of  the  Notice  of 
Assessment  or  Reassessment. 

Assessing  T3  Specials  requires  minimal  work,  since  most  of  the  returns  are  for  deferred 
income  plans  and  are,  therefore,  exempt  from  tax. 

Special  Elective  Returns  (SER): 

The  name  "Special  Elective  Return”  refers  to  a  group  of  forms,  each  one  prepared  by  its 
author  Division,  designed  to  obtain  specific  information  relating  to  the  Income  Tax  Act 
and  its  Regulations.  SER’s  fulfil  the  following  needs:12 

9 

returns  required  by  the  Act; 

elective  forms,  prescribed  by  the  Act  or  Regulations,  to  be  filed  in 
circumstances  where  a  taxpayer  or  group  of  taxpayers  wish  to  eliminate  or 
defer  certain  tax  consequences;  and 

forms  authorized  by  the  Minister  to  aid  taxpayers  in  making  correct, 
complex  calculations. 


11  ibid,  p47-48. 

12  ibid,  p48. 


17 


Ontario  PIT  Administration  by  Revenue  Canada,  Taxation  (Appendix  3) 


Types  of  Trusts 

Testamentary  Trust 

A  testamentary  trust  is  a  trust,  or  estate  which  is  created  upon,  or  as  a  consequence  of, 
the  death  of  an  individual  (testator).  The  terms  of  the  trust  are  established  by  the  Will  of 
the  decedent,  by  law,  in  cases  of  intestacy,  or  by  court  order  (e.g.  pursuant  to 
dependant’s  relief  legislation).13 

Inter  Vivos  Trust 

An  inter  vivos  trust  is  a  trust  other  than  a  testamentary  trust.14 
Taxation  Year 

For  a  testamentary  trust,  the  first  fiscal  period  of  the  trust  commences  on  the  day 
following  death  of  the  testator  and  ends  at  any  time  within  the  next  twelve  months  (at  the 
discretion  of  the  trustee).  Therefore,  the  taxation  period  may,  or  may  not,  end  with  the 
calendar  year.  Once  the  year  end  is  established,  however,  it  may  not  be  changed  without 
prior  written  consent  from  Revenue  Canada,  Taxation. 

However,  the  taxation  year  for  inter  vivos  trusts  must  always  correspond  to  the  calendar 
year.  Generally,  returns  for  both  types  of  trusts  must  be  filed  within  90  days  after  the 
end  of  the  applicable  taxation  year.  A  T3  return  is  used  for  both  types  of  trusts.15 

Clearance  Certificates 

The  Income  Tax  Act  requires  that  every  trust  administrator,  executor  and  trustee  obtain  a 
clearance  certificate  before  distributing  any  property  under  trust  control,  in  order  to  avoid 
being  personally  liable  for  unpaid  taxes,  interest  and  penalties.  A  clearance  certificate 
cannot  be  issued  until  all  required  T3  returns  have  been  filed  and  assessed,  and  all  taxes, 
penalties  and  interest  have  been  paid  or  secured.  A  written  request  for  a  clearance 
certificate  may  accompany  the  final  T3  return. 

Interview  With  Section  Personnel 


RCT  receives  approximately  150,000  regular  trust  returns  each  year.  About  40  per  cent 
of  these  returns  are  submitted  from  Ontario  residents.  Some  of  the  150,000  returns  are 
information  returns  only,  with  no  applicable  federal  or  provincial  tax  liability. 
Approximately  70  per  cent  of  these  returns  are  testamentary  trusts  and  the  remaining  30 
per  cent  are  inter  vivos  trusts. 


13  Revenue  Canada,  Taxation,  T3  Guide  and  Trust  Return  1989.  p4. 

14  ibid,  p4. 

15  ibid,  p6. 
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A  special  T3  return  is  used  for  deferred  income  plans  such  as  Registered  Retirement 
Savings  Plans  (RRSP’s).  Very  few  RRSP  T3  returns  (numbering  400,000  annually  and 
essentially  information-only  returns)  are  subject  to  provincial  tax.  In  the  interests  of 
brevity,  die  following  information  is  limited  to  analysis  of  the  process  used  for  regular  T3 
returns. 

As  an  aside,  charitable  trusts  are  not  processed  or  administered  in  the  Trusts  &  SER 
Section.  Charitable  trusts  are  the  responsibility  of  the  Charities  Division  of  the  Finance 
and  Administration  Directorate  (see  organization  chart  in  Appendix  1). 

Trust  returns  are  processed  in  the  normal  fashion.  They  are  received  in  a  District  Office 
or  Taxation  Centre  and  processed  like  T1  returns  (individuals)  or  T2  returns 
(corporations). 

Many  trusts  are  not  taxable  because  they  distribute  income  in  the  trust  to  beneficiaries. 
The  trust  reports  income  only,  not  the  value  of  assests  held  by  the  trust.  A  T3  is  a 
combined  return,  because  it  reports  distributions  and  income.  If  all  income  is  distributed, 
then  the  return  becomes  an  information  return.  These  returns  are  manually  assessed  by 
the  T2,  T3  section  in  the  taxation  centre. 

Currently,  T3’s  are  manually  assessed  for  a  number  of  reasons.  However,  automation  is 
being  considered.  In  1991,  account  numbers  were  issued  as  a  first  step  towards 
implementing  possible  automation.  Presently,  files  are  maintained  on  an  alphabetical 
system  basis.  An  automated  system  would  utilize  personal  computer  local  area  networks 
for  assessing.  The  information  would  then  be  forwarded  to  a  mainframe  system  for 
storage  and  for  future  access. 

Trust  returns  have  remained  under  a  manual  system  due  to  the  small  number  of  returns 
involved  and  because  of  the  complexities  involved  in  processing.  The  difference  in  due 
dates  for  testamentary  trust  returns  causes  complexities.  Often,  the  legislation  affecting 
the  return  has  not  passed  in  the  federal  legislature  and/or  a  provincial  legislature.  For 
example,  a  taxpayer  with  a  January,  1991  fiscal  year  end  could  file  a  return  in 
December,  1990,  even  though  the  return  is  not  due  until  30  days  after  the  fiscal  year  end. 
The  Department  would  "stockpile"  this  return  until  the  applicable  federal/provincial 
legislation  became  law.  Even  though  1 1  months  of  this  return  relates  to  1990,  it  is 
affected  by  tax  rules  applicable  to  the  1991  taxation  year. 

Reassessments  are  more  difficult  to  handle  with  a  manual  system.  As  well,  the  current 
system  affects  collections  and  audit  efficiency.  Filing  date  complexities,  along  with 
differences  in  the  types  of  Trusts,  are  the  principle  reasons  why  a  manual  system  has 
remained  in  place  for  so  long.  A  move  to  a  calendar  year  filing  date  for  testamentary 
trusts,  supported  by  a  new  computerized  system  under  development,  would  expedite  the 
administrative  processing  of  Trusts,  to  the  benefit  of  the  Department  and  taxpayers  alike. 
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Major  Factors  Affecting  The  Current  T3  System 


1.  Multiple  due  dates  for  returns; 

2.  Federal  and  provincial  budget  changes,  and  passage  of  legislation  (including  no 
retroactively-applied  initiatives);  and 

3.  Manual  system  using  alpha  filing  and  sorting  (numerical  identifier  in  T1  system. 
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APPENDIX  4 

TAXATION  CENTRE  FUNCTIONS 


APPENDIX  4  -  TAXATION  CENTRE  FUNCTIONS 


4.1  Overview 

The  principal  function  of  the  eight  Taxation  Centres  (TC)  is  to  process  tax  returns. 

While  the  Centres  are  responsible  for  all  returns  filed  by  taxpayers  (individual,  corporate, 
trusts,  etc.),  T1  Individual  returns  constitute,  by  far,  the  largest  single  group.  The  TCs 
operate  in  a  highly  seasonal  environment.  As  the  statistics  on  page  3  indicate,  volumes 
range  from  hundreds  of  thousands  per  month  during  peak  tax  season,  to  a  virtual  trickle 
during  the  rest  of  the  year.  Resourcing  follows  the  same  pattern. 

Obviously,  tax  return  data  capture  will  remain  the  essential  feature  of  TC  operations  in 
the  future.  However,  an  expanded  customer  service  role  may  also  develop.  The  current 
operating  environment  allows  TCs  to  contact  taxpayers,  or  vice  versa,  to  clarify  matters 
noted  on  a  submitted  return,  either  during  initial  processing  or  after,  or  during  post- 
assessing.  Some  taxpayers  in  the  past,  however,  would  appear  at  the  Taxation  Centre 
and  expect  the  same  personalized  service  normally  provided  through  District  Offices. 

While  District  Offices  are  the  primary  contact  point  between  the  public  and  RCT, 

Taxation  Centres  also  communicate  directly  with  taxpayers.  Communication  with  tax 
filers  is  generally  initiated  by  Taxation  Centres  through  form  letters,  which  seek  to  clarify 
information  provided  on  a  return  or  to  correct  a  discrepancy  noted  during  processing.  If 
a  discrepancy  is  noted  during  the  tax  return  processing  cycle,  it  can  delay  the  processing 
of  a  return  and  issuance  of  a  refund  cheque.  RCT  places  great  emphasis  on  tax  return 
processing  time  and  refund  cheque  issuance  (even  during  peak  workload  periods).  The 
Department  continually  strives  to  reduce  its  processing  time  in  an  effort  to  enhance  its 
customer  service  image. 

The  Department  is  considering  formalizing  its  direct  taxpayer  contact  role,  which,  in  the 
past,  has  been  inconsistently  delivered  by  the  Centres.  With  the  proliferation  of  social 
policy  instruments  (for  example  child  tax  credits,  GST  credits  and  pension  reform) 
administered  through  the  tax  system,  RCT  believes  that  Taxation  Centres  are  an  existing 
resource  that  could  share  more  of  the  ever-increasing  taxpayer  service  responsibility. 

4.2  Ottawa  Taxation  Centre’s  Unique  Status 

This  Centre  is  the  oldest  and  the  largest.  Its  catchment  area  includes  greater  Toronto  and 
the  National  Capital  Region.  Sudbury  processes  returns  for  the  rest  of  Ontario. 
Originally,  all  processing  was  done  in  Ottawa.  The  other  Centres  came  on  stream  one  at 
a  time  (Winnipeg  is  second  oldest  facility)  as  the  need  arose. 

Over  the  years,  all  TCs  have  evolved  into  stand-alone  units,  very  similar  in  function  and 
operation.  All  Centres  process  Tls,  T2s,  T4s  and  even  T5s.  They  maintain  their  own 
taxroll  (Sudbury  maintains  over  6  million  returns  -  3  million  per  year  for  a  two  year 
period),  do  their  own  initial  assessing,  post  assessing,  adjustments,  etc.  Assessment 


Ontario  PIT  Administration  by  Revenue  Canada.  Taxation  (Appendix  4) 


TAXATION  CENTRE  STATISTICS1 


approximately  17.5  million  T1  returns  are  processed  yearly  by  the  1  taxation 
centres 

Ottawa,  the  largest  and  oldest  centre  processes  about  4  million  Tl’s  (including 
about  100,000  returns  filed  from  Quebec) 

Sudbury  processes  about  3.2  million  returns 

Ottawa  and  Sudbury  are  responsible  for  Ontario’s  portion  of  PIT  processing 
during  the  peak  processing  period  Ottawa  TC  employs  2,400  persons  and  Sudbury 
TC  employs  1 ,400  persons 

at  the  peak  of  the  tax  season  (the  processing  season  runs  from  approximately 
February  to  May  inclusive)  Ottawa  TC  processes  about  50,000  returns  per  day 
Ottawa  receives  approximately  1.5  million  returns  during  the  last  week  of  April 


Information  provided  in  separate  interviews  with  personnel  at  Ottawa  Taxation  Centre  and  Sudbury  Taxation  Centre 
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notices  are  printed  in  Ottawa  for  eastern  Canada  and  in  Winnipeg  for  western  Canada. 
The  information  noted  on  an  assessment  notice,  however,  is  developed  in  one  of  the 
seven  taxation  centres. 

Ottawa  TC  is  unique  in  other  respects.  Miscellaneous  programs  relevant  to  the  entire 
country  are  operated  in  Ottawa.  New,  experimental  or  restricted-application  programs, 
such  as  optical  scanning  and  electronic  filing  (EFILE),  are  operated  from  Ottawa.  High 
priority  refunds  for  the  entire  country  are  also  processed  in  Ottawa.  Due  to  space 
limitation  in  the  Ottawa  TC,  the  Toronto  area  is  responsible  for  its  own  taxroll  (at  the 
Adelaide  Street  District  Office).  Accordingly,  Toronto  also  performs  its  own  taxpayer- 
requested  adjustments. 

Via  remote  terminals,  each  Taxation  Centre  is  linked  to  Revenue  Canada,  Taxation’s 
computer  centre  in  Ottawa.  Only  the  Ottawa  TC  is  in  close  proximity  to  the 
Department’s  computer  centre  or  complex  (both  are  located  on  Heron  Road  in  Ottawa). 
Computer  matching  routines  (a  post  assessing  function)  are  carried  out  in  Ottawa  by  the 
Computer  User  Testing  Division  on  behalf  of  head  office  Verification  and  Collections. 
While  these  routines  are  run  in  Ottawa,  they  are  not  a  Taxation  Centre  function.  Briefly, 
these  routines  typically  check  for  family  allowance  and  unemployment  insurance  non- 
compliance.  This  matching  exercise  depends  on  comparisons  between  RCT  data  and  data 
from  tapes  provided  by  Employment  and  Immigration  and  Health  and  Welfare  Canada. 
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4.3  FUNCTIONS  OF  A  TAXATION  CENTRE2 

ACCOUNTS  DIVISION 

T1  &  T2  Revenue  Accounting  Sections 

calculates  interest; 

corrects  errors  on  CINDAC  and  CORPAC  accounts; 
handles  correspondence  on  remitting  procedures;  and 
maintains  subsidiary  ledgers  (posting  of  cash  and  assessment  quotas) 
Source  Deductions  Section 

handles  correspondence  on  payroll  deduction  accounts; 

detects  insufficient  employer  deductions  of  CPP  and  UI  contributions; 

maintains  non-resident  tax  accounts. 

Cash  Section 

receives  and  processes  all  remittances  for  individual,  corporation  and 
employer  accounts,  and  non-computerized  accounts;  and 

microfilms  financial  and  non-financial  documents  processed  in  the  Centre. 

Revenue  Control  Section 

maintains  the  General  Ledger  which  controls  all  accounting  transactions; 
issues  manual  assessment  and  reassessment  notices;  and 
maintains  microfilmed  records  for  retrieval. 

Petroleum  and  Gas  Revenue  Tax  Section 

responsible  for  all  aspects  of  the  administration  of  the  Petroleum  and  Gas 
Revenue  Tax  Act  (PGRT)  including: 


2  taken  from  internal  RCT  document  provided  during  interviews  with  TC  staff. 
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taxroll  operations  for  all  PGRT  files; 

assessing  and  interest  calculation  units  for  computation  of  taxes  and 
interest; 

correspondence  and  enforcement  units  which  deal  with  taxpayer  problems 
and  account  discrepancies; 

a  subsidiary  ledger  which  manually  maintains  all  the  PGRT  accounts;  and 

the  PGRT  Section  also  the  home  of  Part  VII  (Share  Purchase  Tax  Credit) 
and  Part  vm  (Scientific  Research  Tax  Credits)  tax  operations.  All 
processing  activities  related  to  these  programs  are  conducted  here. 


ASSESSING  DIVISION 

Initial  and  Post  Assessing 

performs  pre-computer  verification  of  T1  returns  and  supporting  documents 
to  ensure  the  returns  properly  reflect  items  of  income  and  deductions; 

ensures  that  taxpayer’s  figures  are  legible  and  entered  in  the  correct  fields; 
and 

refers  returns  requiring  additional  information  from  the  taxpayers  to 
Compliance  and  other  programs  or  to  the  District  Office  for  verification. 

Compliance  and  Other  Programs 

contacts  taxpayers  via  letter  when  information  on  T1  returns  is  deficient 
and  processes  these  returns  when  the  replies  are  received; 

prepares  complex  returns  requiring  by-pass  transcripts  for  computer 
processing; 

processes  prior  and  concurrent  year  returns; 

manually  assesses  returns  due  to  computer  limitations  and  processes  DO 
rejects;  and 

prepares  Audit,  Appeal  and  Special  Investigation  generated  adjustments  for 
computer  processing. 
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T2  Assessing 


processes  assessments,  reassessments  and  enquiries  for  Corporations 
returns; 

performs  tax  calculations  for  Audit,  Appeals  and  Special  Investigation 
Divisions  of  District  Offices;  and 

analyzes  and  extracts  financial  and  tax-related  information  from  assessed 
corporation  returns  which  meet  criteria  determined  by  Statistical  Services 
Division. 


DATA  SERVICES  DIVISION 

Error  Inspection  Section 

Corrects  computer-detected  errors  on  initial  assessment  of  T1  returns  as 
well  as  reassessment;  and 

Transcribes  statistical  information. 

Sorting  and  Numbering  Section 

Receives,  sorts,  numbers  and  batches  tax  returns  for  keying. 

Data  Conversion  Section 

Data  capture  of  all  information  on  T1  &  T2  returns  as  well  as  remittances, 
statistical  and  reassessment  documents. 


TAXROLL  DIVISION 

maintains  T2  Corporations  returns  for  all  Ontario  District  Offices  and  the 
T4-T4A  and  T3  Information  Returns  for  the  Ottawa  District  Office; 

responds  to  taxpayer  correspondence  relative  to  Taxroll  functions  and 
concerning  the  returns  noted  above; 

services  refund  enquiries  (lost,  missing  or  returned  refund  cheques) 
concerning  T2  returns  only; 

obtains  T2  Corporations  returns  from  non-filers  by  taking  routine 
delinquent  action; 
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records  and  processes  all  "Notice  of  Objection",  for  all  Canada  (Appeals 
on  T1  and  T2  Assessments); 

maintains  and  controls  T1  Non-Resident  returns  (All  Canada)  providing 
internal  services  for  the  Non-Resident  Group  in  the  Ottawa  Taxation 
Centre  only;  and 

maintains,  controls  MURB  Certificates  (Multiple  Unit  Residential  Building 
Certificate)  formerly  held  by  Central  Mortgage  &  Housing  Corporation 
(CMHC),  and  responds  to  taxpayers’  request  for  copies  of  same. 
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OTTAWA  TAXATION  CENTRE 
FLOW  OF  RETURNS 
T1  RETURN  PROCESSING  PROGRAMS 


4.4  T1  WORKFLOW 


These  notes  and  flow  diagrams  describe  the  flow  of  returns  through  the  Ottawa  Taxation 

Centre.3 

o  The  diagram  opposite  shows  the  "pipeline"  processing  routine.  In  addition  to 

those  workflow  streams  depicted,  there  is  also  a  workflow  for  E-Mail  transactions. 
While  Ottawa  TC  is  used  in  this  explanation,  the  other  centres  utilize  the  same 
approach  with  only  minor  variation.  The  diagram  opposite  is  broke  down  into 
three  other  charts  (with  a  more  detailed  narrative  on  the  following  pages). 

o  The  Assessing  and  Enquiries  Directorate  is  one  of  four  Directorates  within  the 
Taxation  Programs  Branch.  The  Returns  Processing  Division  (one  of  three 
Divisions  within  the  Directorate)  is  of  particular  interest  in  a  study  of  T1 
processing  systems. 

o  The  Returns  Processing  Division: 

provides  functional  direction  to  District  Office  and  Taxation  Centre  staff  on 
the  returns  processing  and  maintenance  programs; 
is  responsible  for  national  assessment  and  reassessment  systems, 
procedures  and  policies  for  individual  (Tl),  corporate  (T2),  and  trusts 
(T3),  and  other  special  tax  returns;  and 

is  responsible  for  national  systems,  policies  and  procedures  for  the  filing, 
maintenance  and  retrieval  of  tax  returns. 

o  The  Tl  Initial  Assessing  Program  (Tl-IAS)  is  the  functional  responsibility  of 
this  Division.  Its  actual  delivery  is  carried  out  by  staff  in  the  Taxation  Centres. 

o  The  IAS  Program  is  carried  out  in  all  Taxation  Centres.  The  Tl  Returns  are 

processed  through  what  is  commonly  known  as  the  "Pipeline. "  This  pipeline  is 
the  route  the  file  takes  from  the  time  it  is  received  in  the  mailroom  until  the 
assessment  notice  is  issued  to  the  taxpayer  and  the  file  has  been  forwarded  to 
Taxroll. 

o  The  notes  and  charts  which  follow  provide  a  basic  overview  of  the  system. 


3  taken  from  RCT  internal  publication  The  Assessing  and  Enquiries  Directorate.  pl6-31. 
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CHART  I 


T1  -IAS  WORKFLOW 


Initial  Assessment  Workflow 

Charts  I  to  III  depict  the  normal  flow  of  a  return  through  a  Taxation  Centre. 

These  Charts  and  the  following  explanations  are  designed  to  provide  a  basic 
understanding  of  the  system.  They  are  not  meant  to  provide  a  comprehensive,  all- 
inclusive  explanation. 

I.  T1  Income  Tax  Returns  are  delivered  to  IAS  from: 

a)  the  incoming  mail  section; 

b)  the  cash  section;  and 

c)  miscellaneous  other  sources  from  within  the  Department. 

II.  Once  in  IAS,  a  selection  clerk  will  sort  the  returns  according  to  the  following 
categories: 

a)  Supplementary  Assessing  (SAS); 

b)  Correspondence  Referral  Unit  (CRU); 

c)  Special  Assessing; 

d)  Classified;  or 

e)  Profile. 

A  profile  return  is  a  simple  T1  General  Return  that  meets  pre-determined  criteria 
(approximately  1/2  of  all  returns  processed  fall  in  this  category).  It  is  scanned  in 
the  sorting  operation,  and  if  it  appears  to  be  complete,  is  sent  directly  from  IAS 
Selection  to  Sorting  and  Numbering  without  further  verification.  Any  anomalies 
will  be  identified  by  the  automatic  error  inspection  program  built  into  the 
computer  system. 

III.  All  sorts  other  than  "profile''  are  sent  from  the  IAS  Selection  Group  to  the  Unit 
responsible  for  that  particular  workload: 

(a)  Supplementary  Assessing  (SAS)  -  The  SAS  Group  processes  returns 
submitted  for  prior  years  and/or  returns  too  complex  for  regular  IAS 
assessment,  including  returns  reporting  self-employment  income  from  more 
than  one  province,  returns  with  a  farmer’s  or  fisherman’s  Election  to 
Average,  returns  with  a  claim  for  certain  Provincial  Tax  Rebates  and 
returns  filed  as  bankruptcies. 

(b)  Correspondence  Referral  Unit  (CRU)  -  The  CRU  is  responsible  for 
reviewing  files  with  correspondence  attached,  and  for  preparing  written 
replies,  when  required. 

(c)  Special  Assessing  Group  -  The  Special  Assessing  Group  is  responsible  for 
processing  returns  with  claims  for  Foreign  Tax  Credits,  returns  from 
taxpayers  who  immigrated  to,  or  emigrated  from  Canada  during  the  year, 
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CHART  II 


T1  -IAS  WORKFLOW 


returns  of  non-resident  taxpayers,  returns  with  claims  for  Alberta  Royalty 
Tax  Credit,  etc.. 

(d)  Classified  Group  -  All  other  returns  are  identified  as  "Classified"  returns 
and  are  directed  to  clerks  in  the  Classified  Group  for  processing. 

IV.  Once  the  returns  have  been  verified  in  the  applicable  unit,  they  are  sent  to  the 
Sorting  &  Numbering  Unit.  Here,  returns  are  sorted  and  labelled  with  an  eight 
digit  Locator  Number. 

V.  The  next  step  in  the  process  is  what  is  commonly  known  as  Data  Conversion, 
whereby  the  identification  and  tax  data  are  keyed  on  a  terminal  which  transmits 
the  information  to  the  mainframe  computer  located  in  Ottawa.  Immediately 
following  the  keying  process  (and  prior  to  transmittal  to  the  mainframe),  the  IAS 
Returns  are  submitted  to  a  series  of  Error  Inspections: 

(a)  Error  Correction  On-line  -  The  computer  selects  and  displays  on  the 
terminal  the  data  keyed  in  error  from  IAS  Returns.  An  error  correction 
clerk  examines  this  data  and  keys  additional  information  in  an  attempt  to 
resolve  the  error  condition.  Once  completed,  the  returns  are  forwarded  to 
the  Error  Inspection  Control  Group. 

(b)  Error  Correction  Downline  -  If  the  error  cannot  be  corrected  "on-line"  it 
will  go  through  a  "downline"  (i.e.  outside  the  computer)  verification. 

Once  the  returns  have  been  processed  by  the  computer,  error  printouts  and 
Return  Selection  Lists  are  generated  to  the  E.I.  Control  Group.  The 
returns  in  error  are  selected,  matched  to  printouts,  and  forwarded  to  the 
Examination  Units.  It  is  the  function  of  these  units  to  examine  each  return 
and  computer  printout  in  order  to  make  any  necessary  corrections,  or  to 
supply  additional  information  to  allow  the  computer  to  complete  the 
assessment. 

The  examined  return  and  related  printout  are  received  back  in  the  Control 
Group.  The  return  is  again  stored  in  Locator  Number  sequence  and  the 
related  printout  is  forwarded  to  Data  Conversion  to  be  keyed  onto  a 
diskette  for  re-entry  into  the  computer  processing  cycle. 

VI.  The  Error  Inspection  Control  Group  sorts  IAS  Returns  and  Error  Printouts  into 
the  following  workflows: 

(a)  T1  Returns  in  Error  -  the  reject  reason  shown  on  the  error  report  will 
normally  be  one  of  the  following: 

(i)  T1  Intercept  -  the  return  and  printout  must  be  reviewed  and/or 

adjusted,  based  on  additional  information  submitted  by  the  taxpayer 
after  filing  the  return. 
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CHART  III 


Tl  -IAS  WORKFLOW 
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(ii)  Assessing  -  assessing  actions  are  required,  as  the  computer  has 
rejected  these  returns  as  being  "off  profile"  or  not  meeting  the 
criteria  of  a  profile  return. 

(iii)  Regular  -  differences  between  the  taxpayer’s  and  the  computer’s 
calculations  must  be  accounted  for,  or  additional  information 
provided,  in  order  to  process  the  taxpayer’s  return. 

(iv)  Recycle  -  these  returns  cannot  be  processed  as  the  taxpayer’s 
Master  is  inaccessible  at  the  time  the  quota  is  being  run. 

(v)  Overlimits  -  refunds  and/or  debits  in  excess  of  predetermined  limits 
are  subject  to  a  further  verification. 

(b)  Cancelled  -  The  return  must  be  retrieved  from  the  System  as  it  cannot  be 
processed  on  the  basis  of  existing  information.  The  Locator  Number  is 
cancelled  and  the  return  is  sent  to  the  appropriate  area  for  action.  These 
returns  may  be  sent  to  the  SAS  Group  or  to  the  DO/DOA  Group  for 
manual  processing.  Once  completed,  the  return  will  again  be  routed 
through  Sorting  and  Numbering  to  the  Data  Conversion  Section,  where  the 
return  will  be  re-entered  under  a  new  Locator  Number. 

(c)  Assessed  Returns  -  A  Notice  of  Assessment  will  be  issued  to  the  taxpayer. 
Returns  with  information  in  certain  key  areas  will  be  used  to  supply  data 
for  com  screen  printouts  (computer  screening  for  DO  Audit)  and  other 
statistical  data  for  RCT,  as  well  as  for  Statistics  Canada  use. 

The  IAS  process  is  now  complete  and  the  return  will  be  forwarded  to  the  Taxroll  section 
for  storage. 
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APPENDIX  5 

FILING  REQUIREMENTS  AND 
TAX  RETURN  PROCESSING 


APPENDIX  5  -  FILING  REQUIREMENTS  AND  TAX  RETURN  PROCESSING 


Most  Ontario  residents  interact  annually  with  the  income  tax  system  by  filing  an  income 
tax  return. 

Revenue  Canada,  Taxation’s  publication  Inside  Taxation  states  that: 

"By  means  of  the  tax  return,  taxpayers  have  the  opportunity  each  year  to 
check  and  verify  their  income  tax  status.  The  return  must  accommodate  not 
only  the  reporting  needs  of  millions  of  taxpayers,  but  also  the  processing 
system  used  by  Revenue  Canada,  Taxation."1 


5.1  Filing  Requirements: 

•  All  taxpayers  must  file  a  tax  return,  if  they  : 

have  tax  payable; 

received  a  child  tax  credit  prepayment; 

are  eligible  for  a  child  tax  credit,  Goods  and  Services  Tax  Credit, 
refundable  investment  tax  credit,  or  refund  of  overpayment  of  tax,  Canada 
Pension  Plan  contributions  or  Unemployment  Insurance  premiums; 

disposed  of  capital  property  or  had  a  taxable  capital  gain; 

must  repay  part  of  their  family  allowance  benefits,  Old  Age  Security 
benefits,  or  both,  due  to  federal  government  legislation  concerning  social 
benefit  repayment; 

must  make  Canada  Pension  Plan  contributions  because  of  self-employment 
earnings  or  pensionable  wages,  or  both,  which  totalled  more  than  a 
specified  amount  (eg.  more  than  $2,700  in  1989);  or 

receive  a  demand  from  Revenue  Canada,  Taxation  to  file  a  return. 

•  Ontario  residents  must  also  file  a  tax  return  to  claim  a  provincial  tax  credit. 

•  For  most  situations,  the  return  must  be  filed  by  April  30  of  the  year  following  the 
year  to  which  it  relates. 

•  If  Ontario  residents  are  entitled  to  claim  a  refund,  generally,  they  must  file  a 
return  within  three  years  of  the  end  of  the  taxation  year  to  which  the  refund  relates. 


1  Revenue  Canada,  Taxation,  Inside  Taxation  1988-1989.  p37. 
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•  Ontario  residents  use  the  "Federal  and  Ontario  Individual  Income  Tax  Return"  to 
report  their  income.  Taxes  due  to  the  federal  government  and  the  province  are 
calculated  differently. 

5.2  Tax  Calculations: 

•  Ontario  personal  income  tax  (PIT)  is  calculated  as  a  percentage  (54.5%  for 
taxation  year  1992,  increasing  to  55%,  effective  January  1,  1993)  of  Basic 
Federal  Tax.  An  Ontario  surtax  is  payable  on  Ontario  PIT  in  excess  of  $5,500. 
For  taxation  year  1992,  the  Ontario  surtax  is  calculated  as  7%  of  Ontario  PIT 
between  $5,500  and  $10,000,  and  14%  of  Ontario  PIT  in  excess  of  $10,000.  For 
taxation  year  1993,  and  subsequent  taxation  years,  the  Ontario  surtax  will  be 
calculated  as  14%  of  Ontario  PIT  between  $5,500  and  $8,000,  and  20%  of 
Ontario  PIT  in  excess  of  $8,000. 

•  The  Ontario  Tax  Credits  (OTC)  program  provides  certain  tax  credits  that  may 
reduce  or  eliminate  provincial  tax  payable.  The  five  Ontario  tax  credits  are  the 
Property  Tax  Credit  (PTC),  the  Sales  Tax  Credit  (STC),  the  Political  Contribution 
Tax  Credit  (PCTC),  the  Ontario  Home  Ownership  Savings  Plan  (OHOSP)  Tax 
Credit,  and  the  Ontario  Investment  and  Worker  Ownership  (OIWOP)  Tax  Credit. 
The  PTC  and  STC  are  refundable  tax  credits.  The  PCTC,  OHOSP,  and  OIWOP 
tax  credits  are  non-refundable  tax  credits. 

•  Finally,  the  Ontario  Tax  Reduction  (OTR)  program  provides  Ontario  PIT  relief 
for  low  and  modest  income  earners,  with  or  without  dependents.  The  amount  of 
Ontario  PIT  relief  is  adjusted  in  relation  to  Ontario  PIT  payable,  calculated  before 
the  OTR  formula  is  applied.  For  1992  and  subsequent  taxation  years,  the  basic 
OTR  is  $175  for  individual  taxpayers,  and  $375  for  each  dependent  child  under 
age  19  years  and  each  dependent  with  a  disability. 

•  There  are  five  major  steps  in  completing  a  personal  income  tax  return. 

Step  1:  Identification  Area  which  includes  name,  address,  Social 

Insurance  Number,  marital  status,  spouse  information,  date 
of  birth,  province  of  residence,  and,  where  applicable, 
occupation,  name  of  employer,  province  of  self-employment, 
date  taxpayer  ceased  to  be  a  resident  of  Canada  or  became 
deceased. 

Step  2:  Calculation  of  Total  Income 

Step  3:  Calculation  of  Taxable  Income 

Step  4:  Calculation  of  Total  Non-refundable  Tax  Credits 

Step  5:  Summary  of  Tax  and  Credits 
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T1  SPECIAL  1990 


•  Only  under  Step  5  does  the  province  have  any  control  over  the  content  of  the  tax 
form.  Ontario  can  vary  its  tax  rate  (including  application  of  a  surtax),  but  not  the 
base  to  which  the  rate  is  applied,  ie.  basic  federal  tax  payable.  The  province  also 
is  responsible  for  the  contents  of  Ontario  Tax  Credits  Schedule.  Even  so,  since 
OTC  is  administered  through  the  PIT  system,  the  federal  government  must 
approve  proposed  changes  to  the  OTC  Schedule. 

While  the  form  may  vary  from  year  to  year  to  incorporate  changes,  its  basic  features 

remain  unaltered.  The  form  consistently: 

lists  the  various  types  of  income  a  taxpayer  must  report; 

lists  credit  and  deduction  entitlements;  and  also 

is  designed  to  provide  taxpayers  with  quick  and  accurate  service. 

Individuals 

•  Individuals  who  have  previously  filed  tax  returns  automatically  receive  a 
personalized  Tl,  "Federal  and  Provincial  Individual  Income  Tax  Return"  in 
December  each  year.  They  receive  either  a  Tl  General  or  Tl  Special,  depending 
on  the  nature  of  information  filed  in  the  previous  taxation  year.  Tax  return  kits 
are  available  at  post  offices  and  District  Offices  for  those  people  that  do  not 
receive  an  individualized  tax  return. 

•  Approximately  two-thirds  of  all  Canadians  use  the  Tl  General.  The  remainder  use 
the  Tl  Special,  which  is  shorter  and  designed  for  less  complex  tax  situations.  See 
the  page  opposite  for  a  copy  of  the  Tl  Special. 

•  Taxpayers  who  had  their  Tl  General  returns  completed  the  previous  year  by  a 
"preparer"  are  mailed  two  copies  of  their  identification  label.  The  label  is  affixed 
either  by  the  preparer  or  by  the  taxpayer  who  decides  to  complete  his  own  return. 

•  The  Tl  Special  is  available  only  in  an  individualized  format.  It  is  mailed  to  a 
taxpayer  if  the  information  on  the  taxpayer’s  previous  return  indicates  that  the  Tl 
General  is  not  required.  The  Tl  Special  is  not  available  at  post  offices  and 
District  Offices.  Beginning  with  the  1990  taxation  year,  the  return  changed  to  two 
pages  (both  sides  of  a  single  sheet). 

•  Starting  with  the  1990  tax  year,  the  "Tl  Short"  and  the  "Tl  65  Plus"  made  filing 
easier  for  certain  taxpayers.  Each  form  is  only  two  pages  compared  to  the 
traditional  four-page  Tl  General.  See  the  page  overleaf  for  copies  of  both 
returns. 

•  These  new  model  returns  are  mailed  to  taxpayers  under  the  same  rules  as  the  Tl 
Tl  Special,  and,  similarly,  they  are  not  available  at  the  outlets  previously 
mentioned.  Recepients  of  the  new  returns  also  receive  the  Tl  Special,  and  may 
use  either  the  Tl  Special  or  the  new  variants. 
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•  Taxpayers  can  use  the  new  no-calculation  returns,  but  they  will  not  know  the 
amount  of  their  refund.  If  desired,  they  may  use  the  traditional  T1  Special  to 
calculate  their  refund  amount. 

•  By  introducing  special-purpose  tax  returns,  the  Department  has  managed  to 
simplify  a  complex  matter  for  many  taxpayers.  However,  the  comprehensive  T1 
General  can  act  as  a  checklist  for  some  of  the  deductions  and  transfers  omitted 
from  the  special-purpose  tax  returns. 
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5.3  PROCESSING  T1  RETURNS 


Tax  returns  from  approximately  19.1  million  taxpayers  are  received  by  the  eight  Taxation 
Centres  located  throughout  the  country.  The  Centres  are  located  in  St.  John’s, 
Newfoundland;  Jonquiere,  Quebec;  Shawinigan,  Quebec;  Ottawa,  Ontario;  Sudbury, 
Ontario;  Winnipeg,  Manitoba  and  Surrey,  British  Columbia.  Toronto  District  Office  also 
has  TC  status,  which  brings  the  total  number  of  Centres  to  eight. 

Processing  of  returns  can  be  summarized  (detail  provided  in  Appendix  "4")  in  five  main 
steps: 


1.  Tax  return  envelopes  are  opened  automatically. 

returns  with  payments  attached  go  to  the  tax  section,  which 
records  the  amounts; 

cheques  are  endorsed  mechanically,  microfilmed  and 
credited  to  the  taxpayer’s  account. 

2.  Returns  are  sent  for  assessing. 

assessors  examine  the  returns  to  ensure  that  all  required 
supporting  documents  are  enclosed  and  that  the  amounts  on 
the  information  slips  agree  with  those  on  the  return. 

3.  Operators  use  computer  terminals  to  enter  the  information  on 
each  return. 

when  it  appears  that  the  operator,  assessor  or  taxpayer  has 
made  an  error,  the  computer  displays  the  items  in  question 
on  the  video  screen  or  rejects  the  data  completely; 

this  procedure  ensures  those  items  are  re-examined  and 
corrected; 

in  the  case  of  a  taxpayer  error,  an  explanation  of  the  error  is 
printed  on  the  notice  of  assessment  mailed  to  the  taxpayer; 

if  additional  information,  receipts  or  slips  are  needed  to 
ensure  the  accuracy  of  an  assessment,  RCT  attempts  to 
contact  the  taxpayer  by  letter,  thereby  delaying  completion 
of  return  processing. 

4.  After  processing  is  completed,  notices  of  assessment  and,  where 
applicable,  refund  cheques,  are  mailed.  Refund  cheques  are 
issued  and  mailed  by  Supply  and  Services  Canada.  Refunds 
may  also  be  deposited  electronically  in  the  taxpayer’s  bank 
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5.  Taxpayer  returns  are  stored  in  the  Taxroll  Division  of  the 
Taxation  Centre. 

written  requests  for  information  are  sent  to  the  applicable 
Taxation  Centre; 

taxpayers  who  wish  to  discuss  their  returns  by  telephone  or 
in  person  may  do  by  contacting  their  local  District  Office. 
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5.4  TAXPAYER  INCOME  CATEGORIES 


Income  Categories2 

Employment  Income: 

Commissions: 

Other  Employment 
Income: 


Old  Age  Security 
Pension: 


Canada  Pension  Plan 
Benefits: 

Other  Pensions  or 
Superannuation: 


Family  Allowance 
Benefits: 


Unemployment  Insurance 
Benefits: 

Taxable  Dividends  from 
taxable  Canadian 
corporations: 


generally  reported  in  Box  14  on  a  T4  slip 
generally  reported  in  Box  42  on  a  T4  slip 

all  tips  and  gratuities; 
director’s  fees;  and 

the  taxable  portion  of  income  maintenance  insurance 
plans. 

net  Old  Age  Security  pension  from  Box  18  of 

T4A(OAS);  and 

amounts  in  Box  24  of  T4A(P). 


as  indicated  on  T4A(P)  slip 


pensions  from  a  foreign  country; 
lump-sum  payments; 
annuity  payments; 

does  not  include  war  veteran’s  allowances  and 
veteran’s  disability  and  dependants’  pension 
payments. 


as  indicated  on  a  TFA1  slip 

that  Health  and  Welfare  Canada  issues 


as  indicated  on  T4U  slip 


dividends  are  reported  on  Schedule  5; 

taxable  dividends  are  usually  reported  on  T5,  T4PS 

and  T3  information  slips. 


2  Revenue  Canada,  Taxation,  General  Tax  Guide  and  Return  -  Residents  of  Ontario.  1990. 
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Interest  and  other 
investment  income: 


Partnership  Income  - 
limited  or  non-active 
partners  only: 


Rental  Income: 


Taxable  Capital 
Gains: 


Alimony  or  Separation 
Allowance  Income: 

Registered  Retirement 
Savings  Plan  (RRSP) 
Income: 


Other  Types  of  Income  That 

Other  Income: 


Self-Employment 

Income: 


interest  is  reported  on  Part  n  of  Schedule  5; 

one  of  three  methods  can  be  used  to  report  interest: 

annual  accrual 

cash  method 

receivable  method. 


Part  m  of  Schedule  5  must  be  completed, 
accompanied  by  a  copy  of  the  partnership’s  income 
statement  or  form  T5013  "Statement  of  Partnership 
Income" 

must  be  reported  on  a  calendar  year  basis  on  form 
T776  "Statement  of  Real  Estate  Rentals" 


a  return  must  be  filed  to  report  the  disposition  of  a 
capital  property,  whether  at  a  gain  or  a  loss,  even  if 
no  tax  is  payable  for  the  year.  Schedule  3  is  used  to 
report  gains  or  losses  recorded  on  information  slips, 
or  to  calculate  the  taxable  gain  or  loss 


reported  on  a  cash  basis  by  the  receiving  taxpayer 


generally  reported  on  a  T4  (RRSP) 


Must  Be  Reported 

scholarships,  fellowships,  bursaries  and  research 
grants; 

retiring  allowances; 
death  benefits; 

registered  education  savings  plan  income;  and 
loans  and  transfers  of  property. 


gross  and  net  income  from  a  business  (including  self- 
employment  income)  or  profession 
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APPENDIX  6 

DATA  FILES  AND  ACCOUNTING  SYSTEMS 


APPENDIX  6  -  DATA  FILES  AND  ACCOUNTING  SYSTEMS 


rf>. 1  PRIMARY  REVENUE  CANADA.  TAXATION  DATA  FILES 


PA  YD  AC  (payroll  deduction  accounting) 

one  sum  total  of  all  deductions  made  by  employers; 

does  not  distinguish  federal  and  provincial  tax,  CPP  premium,  UIC  premium 
amounts  at  the  time  of  payment; 

total  monthly  and  accelerated  remittance  by  each  employer; 

monthly  receipts  are  disaggregated  by  District  Office.  As  Ottawa  District  Office 
has  part  of  Quebec  in  its  jurisdiction,  a  discrete  Ontario  total  does  not  exist; 

Ontario’s  Employer  Health  Tax  (EHT)  administration  utilizes  PA  YD  AC  data  to 
identify  new  employers,  bankruptcies  and  the  change  in  the  total  number  of 
employers; 

the  EHT  Branch  receives  PAYDAC  updates  (electronically)  monthly  except  for 
December  (EHT  data  conversion  is  completed  in  February,  based  on  January 
PAYDAC  data) 

IPS  (information  processing  system) 

prepared  from  T4  summaries; 

aggregated  file,  essentially  detailed  PAYDAC  information  that  is  prepared 
annually  (of  interest  to  EHT,  but  not  yet  fully  developed). 


CINDAC  (computer  individual  account) 

five  year  file  only; 

includes  latest  available  addresses  only,  with  no  historical  data  on  address  changes 
retained  by  the  system; 

in  most  instances,  the  address  contained  on  the  file  is  that  given  by  the  taxpayer 
on  the  latest  T1  return  filed. 
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TAPMA  (taxpayer  master  file) 


historical  file  containing  data  for  the  last  six  years; 
details  regarding  all  individual  returns  filed; 

one  of  RCT’s  most  important  files  (contains  data  on  16  million  taxpayers); 

this  system  is  monitored  first,  before  a  T1  is  processed,  to  ensure  that  the 
taxpayer  has  an  account  with  RCT. 


FTP  (financial  input  processing) 

this  file  represents  the  first  stage  in  the  data  capture  process; 

essentially  a  suspense  account  for  payments  before  they  are  posted  to  other 

systems. 
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The  four  major  computerized  systems  employed  by  RCT  are:1 


1.  CINDAC 


the  Centralized  Individual  Accounting  and  Collection 
system; 


2.  CORPAC 


the  Corporation  Accounting  and  Collection  system; 


3.  PAYDAC 


the  Payroll  Deduction  Accounting  and  Collection 
system;  and 


4.  ACS 


the  Automated  Collection  System,  the  newest  system. 


Aside  from  providing  a  profile  of  receivables,  these  systems  assist  in  the  collection 
process. 

While  CORPAC  is  an  important  computer-driven  information  and  collection  resource,  it 
will  receive  only  cursory  consideration  here  in  keeping  with  the  overall  theme  of  this 
essay. 

With  few  exceptions,  individual  and  corporate  assessments  and  reassessments  are  issued 
by  the  Department’s  computer  systems.  Both  CINDAC  and  CORPAC  have  been 
designed  to  issue  routine  collection  letters  at  pre-determined  intervals.  In  addition,  the 
CINDAC  system  will  monitor  payment  arrangements  concluded  between  taxpayers  and 
the  Department. 

All  amounts  assessed  under  the  Income  Tax  Act  are  payable  upon  assessment.  Except  for 
certain  amounts  deducted  at  source  and  those  few  cases  where  the  Department  has 
obtained  a  court  order  due  to  an  imminent  danger  of  loss,  legal  action  cannot  be  taken  to 
enforce  payment  until  90  days  have  elapsed  from  the  date  of  assessment. 


CINDAC 


CINDAC  issues  a  series  of  reminder  letters  to  taxpayer  clientele  who  have  unpaid 
amounts.  After  a  set  period  of  time  the  case  is  referred  to  the  District  Office  for  further 
enforcement  action.  This  approach  is  based  on  the  fact  that  most  unpaid  accounts  are 
settled  within  a  short  time. 

The  Income  Tax  Act  states  that,  except  where  imminent  risk  is  proven  to  the  satisfaction 
of  a  court,  legal  action  cannot  be  taken  on  an  account  that  is  the  subject  of  a  valid  notice 
of  objection  or,  should  the  taxpayer  pursue  the  matter,  on  which  an  initial  decision  by  the 
Tax  Court  of  Canada  has  been  rendered.  However,  these  accounts  are  immediately 
referred  to  the  District  Office  where,  if  appropriate,  they  are  reviewed  for  loss  potential. 


1  Revenue  Canada,  Taxation,  CIAT  Tax  Administration  Review,  internal  document,  May  19,  1989,  p2-5. 
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CINDAC  Arrangement  Follow-up 

When  an  acceptable  arrangement  is  reached  on  a  CINDAC  account,  its  terms  are  input 
using  a  computer  transcript  or,  with  the  automated  collection  system,  through  an  on-line 
facility.  The  account  is  then  removed  from  the  District  Office’s  active  inventory  and  the 
CINDAC  system  begins  to  monitor  the  arrangement.  If  a  payment  is  not  received  when 
due,  the  CINDAC  system  will  automatically  issue  a  follow-up  letter. 

Arrangements  Automatically  Accepted  by  the  CINDAC  System 

At  any  point  during  the  routine  collection  process,  the  CINDAC  system  has  the  ability  to 
accept  less-than-fiill  payments  on  accounts.  The  system  subjects  the  amount(s)  of  the 
payment(s)  to  a  "reasonableness"  test.  While  the  Income  Tax  Act  does  not  allow  for  this 
or  any  other  method  of  partial  payment,  it  is  recognized  that  there  are  times  when 
taxpayers  cannot  render  full  and  immediate  payment  of  a  debt.  The  CINDAC  system 
will  accept  an  arrangement  without  referring  the  matter  to  Collections,  under  certain 
conditions. 

The  terms  of  the  arrangement  are  recorded  on  the  CINDAC  master  file  for  the  account  in 
question.  The  CINDAC  system  will  issue  follow-up  letters  if  a  payment  is  not  posted  to 
the  account.  If  the  account  remains  unresolved,  the  computer-accepted  arrangement  is 
cancelled  and  the  account  is  referred  to  the  appropriate  District  Office. 

Types  of  Arrangements  Recognized  by  CINDAC 

The  CINDAC  system  was  designed  to  fulfil  two  arrangement  functions.  It  accepts 
arrangements  within  certain  specific  guidelines  on  accounts  still  in  routine  status,  and  it 
monitors  arrangements  input  on  accounts  resolved  by  collection  officers  and  retained  in 
the  District  Office’s  inventory.  The  CINDAC  system  recognizes  and  monitors  6  different 
types  of  arrangements,  including  an  involuntary  arrangement  imposed  by  garnishee. 

Stall  Codes 

Since  it  is  necessary  for  Collections  to  be  advised  as  soon  as  an  account  becomes  the 
subject  of  an  appeal,  objection  or  enquiry,  a  stall  code  system  has  been  developed.  A 
stall  code  can  be  entered  by  Collections  or  other  work  sections.  Reference  to  a  computer 
terminal  permits  a  collection  officer  to  become  aware  almost  immediately  of  the  stall 
code  and  its  originator. 

Except  in  the  case  of  stall  codes  set  by  Appeals  Division,  the  collector  will  likely  contact 
the  originator  to  determine  how  much  of  the  balance,  if  any,  is  in  question,  and  decide 
whether  collection  of  any  or  all  of  the  balance  should  be  discontinued. 

In  cases  where  a  Notice  of  Objection  or  appeal  has  been  filed  by  the  taxpayer,  Appeals 
Division  advises  Collections  as  to  what  part  of  the  balance  is  actually  appealed  so  that  the 
remainder  can  be  collected.  The  CINDAC  computer  terminal  display  and  all  CINDAC 
message  printouts  define  an  outstanding  debt  as  to  the  portions  which  are  disputed  and 
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message  printouts  define  an  outstanding  debt  as  to  the  portions  which  are  disputed  and 
undisputed.  Computer  follow-up  lists  are  generated  so  that  stall  codes  can  be  reviewed 
for  validity  on  a  regular  basis. 

RAPID  Infonnation  Display 

Authorized  collection  officers  can  access  any  CINDAC,  CORPAC  or  PA  YD  AC  account. 
This  allows  access  to  the  taxpayer’s  full  name,  address,  type  of  business,  remittance 
record  and  details  of  financial  and  non-financial  transactions  posted  to  the  account.  Other 
features  provide: 

1 .  an  on-line  print  display  of  the  last  three  tax  returns  filed  by  an  individual; 

2.  all  information  contained  in  the  individual’s  master  file; 

3.  a  cross  reference  to  a  salaried  employee’s  employer  and  a  married  taxpayer’s 
spousal  account; 

4.  a  record  of  delinquent  filing  actions; 

5.  a  display  of  financial  transactions  in  progress; 

6.  in  the  case  of  employers,  details  as  to  the  nature  of  the  business  and  the 
remittance  average;  and 

7.  in  the  case  of  a  corporation,  details  on  the  nature  of  the  corporate  operation. 

The  instant  availability  of  this  information  in  most  cases  makes  it  possible  for  a  collection 
officer  to  begin  enforcement  without  retrieving  the  taxpayer’s  records.  In  addition,  it  is 
not  necessary  to  suspend  action  in  order  to  retrieve  documents  to  answer  most  taxpayer 
enquiries  during  the  course  of  arranging  payment. 

PAYDAC 


Employers  in  Canada  are  required  to  withhold  taxes,  unemployment  insurance  premiums 
and  Canada  Pension  Plan  contributions  from  wages  and  remuneration  paid  to  their 
employees.  These  funds,  together  with  the  employer’s  contributions,  must  be  remitted  to 
the  department  by  the  15th  of  the  month  following  the  month  of  withholding.  For  large 
employers,  those  who  must  withhold  and  remit  more  than  $15,000  in  a  month, 
remittances  must  be  made  every  two  weeks.  As  of  January  1990  employers  with  monthly 
remittances  of  $50,000  or  more  are  required  to  remit  four  times  per  month. 

The  PAYDAC  system  accounts  for  these  remittances  and  provides  routine  enforcement 
and  collection  action  on  late  or  deficient  remittances.  When  the  system  determines  that 
an  employer  has  not  remitted  amounts  withheld  for  a  particular  month,  or  determines 
from  the  annual  employer  information  return  that  there  was  a  shortage  of  deductions  for 
the  previous  year,  the  system  will  first  issue  a  request  for  an  explanation  of  the 
difference.  If  no  response  is  received,  a  demand  for  specific  information  is  issued.  If 
information  is  not  received  which  is  sufficient  to  indicate  that  either  an  error  has  been 
made  or  an  amount  should  be  assessed,  the  account  is  referred  to  the  District  Office. 

The  PAYDAC  system  provides  computerized  support  for  the  accounting,  collection, 
enforcement,  and  miscellaneous  clerical  functions  associated  with  the  Department’s 
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administration  and  enforcement  of  legislation  concerning  payroll  deductions  of  tax, 
Canada  Pension  Plan  contributions,  and  Unemployment  Insurance  premiums. 

Fundamental  to  PAYDAC  is  service  to  the  user  community  through  the  development  of 
timely,  efficient,  and  innovative  automated  solutions  and  related  manuals  to  accommodate 
legislative,  procedural,  and  policy-related  changes. 

An  extension  of  this  service  is  the  provision  of  statistical  and  selective  measurement  data 
for  program  monitoring  and  evaluation. 

History  of  PAYDAC 

Source  Deductions  began  on  March  2,  1943  when  legislation  was  introduced  requiring 
employers  and  employees  to  "pay-as-you-eam".  Employees  were  required  to  pay  tax  on 
a  portion  of  the  monies  they  earned  each  month. 

Legislation  pertaining  to  payroll  deductions  is  found  in  the  Income  Tax  Act,  the  Canada 
Pension  Plan  Act  and  the  Unemployment  Insurance  Act. 

Employers  are  legally  obligated  to  deduct  Income  Tax,  Canada  Pension  Plan  (CPP) 
contributions  and  Unemployment  Insurance  (UI)  premiums  from  remuneration  paid  to 
their  employees.  These  deductions,  along  with  the  employer’s  share  of  CPP 
contributions  and  UI  premiums,  must  be  remitted  within  the  prescribed  time  period 
following  withholding. 

Revenue  Canada  computerized  its  Income  Tax  deduction  procedures  in  the  fall  of  1964, 
with  the  PAYDAC  System. 

Responsibility  for  Canada  Pension  Plan  contributions  was  added  to  the  system  on 
January  1,  1966.  Responsibility  for  collecting  Unemployment  Insurance  premiums  was 
incorporated  into  PAYDAC  on  January  1,  1972. 

Major  Processes 

Canada’s  laws  concerning  withholding,  remitting,  and  reporting  payroll  deductions  are 
administered  by  field  personnel,  who  are  largely  dependent  upon  computerized  support 
that  must  be  accurate,  efficient,  and  responsive. 

District  Office  and  Taxation  Centre  staff  operate  in  environments  that  are  geographically, 
socially,  and  economically  diverse.  In  order  to  automate  and  accommodate  every 
possible  variation,  the  PAYDAC  computer  system  is  complex. 

The  Source  Deductions  system  can  be  summarized  under  the  headings: 

•  Identification 

•  Financial  Processing 

•  Error  Correction 
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T4  Reconciliation 
Enforcement 


Identification 

Each  account  on  the  PAYDAC  master  file  is  identified  by  a  unique  number  consisting  of 
three  alphabetic  and  six  numeric  characters.  The  Employer  Number  is  assigned  when  the 
account  is  created.  Account  numbers  are  distributed  from  time  to  time  to  each  Taxation 
Centre  and  District  Office. 

Financial  Processing 

Financial  transactions  consist  of  payments,  non-negotiable  cheques,  journal  vouchers  (to 
transfer  amounts,  adjust  interest,  etc.),  transfers  between  PAYDAC  accounts,  and  refund 
requests. 

Payments  comprise  the  largest  portion  of  PAYDAC  financial  transactions,  with  nearly 
nine  million  processed  in  1987.  While  the  majority  of  remittances  represent  deductions 
for  the  current  year,  payments  for  the  immediately  preceding  year,  those  for  years  prior 
to  the  second  preceding  year,  and  payments  to  offset  assessed  arrears  balances,  are  all 
accounted  for  separately. 

Error  Correction 

Most  errors  detected  within  the  PAYDAC  system  are  corrected  on-line  in  one  of  the 
Taxation  Centres,  using  data  loaded  nightly  onto  the  Error  Correction  data  base. 

The  error  display  provides  clues  as  to  the  nature  of  the  errors  and,  in  many  cases,  errors 
are  resolved  within  one  day  of  detection.  The  PAYDAC  master  file  may  be  accessed 
directly  through  the  error  correction  system  to  assist  in  problem  resolution. 

T4  Reconciliation 

Every  employer  who  has  made  remittances  to  Revenue  Canada  is  required  to  file  a  T4- 
T4A  return  recording  the  total  payments  made  during  a  given  taxation  year.  These 
returns  are  processed  through  the  Information  Processing  System  (IPS)  which 
subsequently  supplies  posting  records  to  PAYDAC. 

« 

Amounts  recorded  on  the  T4-T4A  return  are  compared  to  the  total  payments  posted  to  the 
corresponding  year  on  the  PAYDAC  master  record.  In  the  event  the  balances  do  not 
agree,  the  PAYDAC  system  initiates  contact  with  the  employer  regarding  the 
discrepancy. 

Enforcement 

Enforcement  is  the  detection  of  non-compliance  with  the  provisions  of  the  Income  Tax 
Act  and  Regulations  and  the  subsequent  assessment  of  penalties  and  interest  for  failure  to 
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deduct,  remit,  or  file  as  and  when  required.  Enforcement  also  involves  administration  of 
parts  of  the  Canada  Pension  Plan  and  Unemployment  Insurance  Act  with  respect  to 
withholdings  for  the  respective  plans. 

Enforcement  is  carried  out  to  a  large  extent  by  the  automated  system.  PA  YD  AC  levies 
penalties  and  interest  for  failure  to  remit  on  time.  Requests  and  demands  for  over-due 
returns  are  generated  by  PAYDAC  and  assessments  are  automatically  raised  when  an 
employer  does  not  respond  to  a  T4-T4A  debit  discrepancy  advice. 

Computer-generated  reminders  are  issued  to  employers  to  encourage  compliance  and 
numerous  messages  are  issued  to  District  Office  and  Taxation  Centre  staff  alerting  them 
to  conditions  requiring  personal  contact. 


6.2  Automated  Collection  System  (ACS) 

The  Automated  Collection  System  is  a  user  driven  computer  system  which  does  not 
change  the  role  of  the  collector,  but  changes  the  way  a  collector  goes  about  the  business 
of  collecting.2 

Background 

The  possibility  of  an  Automated  Collection  System  had  been  discussed  and  partially 
explored  in  the  Collections  Division  of  Revenue  Canada,  Taxation  as  early  as  1983/84. 
However,  not  until  1985  was  it  considered  as  a  serious  item,  when  a  study  group’s 
recommendations  on  converging  technology  included  the  implementation  of  ACS. 

In  May/June  1986,  a  Collections  Systems  group  was  formed  to  conduct  a  feasibility 
study.  As  a  result  of  this  study,  a  decision  was  made  to  proceed  with  ACS.  In  July 
1986,  a  team  was  formed  to  define  the  system  and  to  prepare  functional  specifications. 
The  initial  specifications  were  completed  in  February  of  1987  and  work  was  commenced 
on  the  system.  A  pilot  project  was  operated  in  one  of  the  District  Offices  from  July  to 
September  1988  and  the  other  District  Offices  were  progressively  put  on-line. 

Objective 

The  objective  of  the  Automated  Collection  System  is  to  increase  the  efficiency  of  the 
collection  process  by  reducing  the  amount  of  work  and  time  required  to  close  an  account. 

The  introduction  of  an  automated  system  reduces  the  amount  of  time  that  elapses  between 
an  account  becoming  DOR  (referred  to  a  District  Office  for  collection  action)  and  its 
availability  to  collection  personnel.  Prior  to  ACS,  after  an  account  followed  the  routine 
computer  process,  a  collection  card  was  produced  and  mailed  to  the  applicable  District 
Office  to  be  handled  manually  by  Collections  staff.  Under  ACS,  as  soon  as  the  account 
becomes  District  Office  responsibility,  it  is  available  in  the  inventory  of  the  appropriate 


2  Revenue  Canada,  Taxation,  C1AT  Tax  Administration  Review.  p5-8 


X 


Ontario  PIT  Administration  by  Revenue  Canada.  Taxation  (Appendix  ft) 


Collector.  This  eliminates  much  of  the  clerical  work  involved  in  handling,  sorting  and 
filing  collection  cards,  matching  updates  and  miscellaneous  printouts  with  existing 
collection  cards,  and  reduces  related  storage  requirements. 

The  specific  requirements  identified  by  the  Collections  Division  and  the  means  by  which 
the  Automated  Collection  System  achieves  the  desired  results  include: 

1.  Reduction  of  the  paper  burden 

•  Each  collector  is  provided  with  a  computer  terminal  and  on-line  access  to 
District  Office  Responsibility  accounts,  thus  eliminating  the  need  for 
collection  cards,  message  updates  etc. 

•  Many  of  the  transcripts  and  forms  formerly  completed  as  paper  and  then 
mailed  to  a  Taxation  Centre  to  be  entered,  may  now  be  completed  on-line 
via  the  collector’s  terminal.  This  function  also  saves  error  correction  time 
as  these  on-line  transcripts  also  have  error  correction  logic  attached. 

2.  Prioritization  of  work 

•  The  system  predetermines  the  order  in  which  new  accounts  are  drawn  from 
inventory,  using  risk-profiling  criteria  which  is  calculated  at  the  time  the 
account  becomes  District  Office  Responsibility. 

3.  Improved  follow  up  procedures 

•  The  Collector  is  notified  daily  of  accounts  which  are  ready  for  follow  up 
action. 

•  Any  significant  change  in  the  status  of  an  account  advances  existing  follow¬ 
up  dates  to  the  next  working  day. 

•  Unactioned  accounts  from  previous  day(s)  follow-up  lists  are  carried 
forward  indefinitely  so  that  accounts  are  never  lost  if  the  collector  does  not 
action  an  account  on  the  correct  date. 

4.  There  is  faster  issuance  of  letters  and  garnishees  through  in-house  printing.  Laser 

printers,  operated  by  local  clerical  staff,  have  been  installed  in  each  District 

Office. 


The  automated  generation  of  correspondence  improves  accuracy  as  the 
letters  and  forms  are  pre-loaded  into  the  system  with  several  variable  fields 
on  each  to  allow  for  different  situations.  As  a  result,  the  body  of  the  letter 
cannot  be  varied  except  for  the  variable  fields,  thereby  avoiding  the  use  of 
a  typing  pool  or  word  processing  unit,  the  subsequent  risk  of  error  on  each 
letter  and  the  need  for  extensive  proof  reading. 

Local  printing  provides  same-  or  next-day  turnaround.  By  contrast,  the 
former  method  of  using  a  communal  typing  pool  which  prioritized  work, 
often  resulted  in  lengthy  delays  in  producing  collection  letters. 
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5.  Improved  collector  efficiency 

•  The  account  data  is  always  current,  as  the  account  is  updated  by  a  batch 
system  overnight  and  any  assessments  or  payments  are  displayed 
immediately.  Similarly,  any  change  in  inventory  is  updated  overnight. 

•  The  system  provides  the  collector  with  useful  background  information, 
which,  in  the  past,  was  obtained  from  various  other  system  displays,  such 
as  employer  data,  income  figures  etc. 

•  The  system  provides  access  to  other  on-line  sources  of  data. 

•  Many  of  the  diary  entries  are  automatically  created  in  the  account  history 
portion  of  the  case.  As  an  example,  when  a  letter  is  sent  to  the  printer  by 
a  collector,  an  entry  is  automatically  made  in  the  diary  which  displays  the 
exact  details  of  the  letter  sent,  the  identity  of  the  sender,  the  date  and  the 
balance  of  the  account.  The  generation  of  most  other  forms  or  transcripts 
triggers  similar  entries. 

•  A  "collection  dictionary"  provides  codes  for  common  terms  and 
expressions  and  simplifies  diary  updating.  The  user  identifies  the 
expression  desired  by  a  number  indicated  on  the  dictionary  and  the  system 
translates  the  number  into  a  written  term  in  the  diary. 

•  The  system  provides  some  limited  language  translation  to  the  user.  The 
automatic  diary  entry  and  the  terms  in  the  collection  dictionary  are 
automatically  translated  from  one  of  Canada’s  official  languages  to  the 
other,  if  a  user  signs  onto  the  system  in  the  second  language. 

6.  The  system  provides  improved  control  procedures. 

•  The  system  provides  up-to-date  statistical  information  on  individual 
inventories. 

•  The  system  allows  overnight  redistribution  of  workloads. 

•  Actions  requiring  supervisory  approval  are  automatically  routed  to  the 
proper  authority. 

•  There  are  facilities  for  pre-screening  incoming  work  as  well  as  for 
reviewing  work  in  progress  or  paid  accounts. 

Allocating  District  Office  Workloads 

The  Automated  Collection  System  automatically  refers  large  balance  new  cases  to  a 
supervisor  for  review.  The  management  of  each  District  Office  inputs  this  information 
via  terminal  and  the  system  routes  the  accounts  to  the  appropriate  collector.  Inventories 
may  be  reassigned  or  redistributed,  effective  the  next  working  day,  by  changing  the 
parameters. 

The  ACS  system  also  provides  for  the  allocation  of  inventory  to  the  unit  level.  This 
permits  the  collectors  of  a  unit  to  work  on  a  pooled  inventory.  With  this  type  of 
inventory,  collectors  would  not  necessarily  work  an  account  from  start  to  finish.  They 
would  select  the  next  available  work  from  the  inventory,  even  though  the  account  may 
have  been  worked  by  someone  else  on  a  previous  contact. 
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Risk  Profiling 

When  an  account  becomes  District  Office  responsibility,  the  accounting  systems  advise 
ACS  of  the  amount  of  the  debit  and  its  source.  Points  are  assigned  to  each  account  based 
on  these  factors,  with  increments  subsequently  included  for  the  length  of  time  a  case  has 
been  District  Office  responsibility.  The  total  score  for  each  account  is  then  used  for 
determining  the  priority  of  an  account  in  relation  to  all  others  in  a  particular  inventory. 

Supervisors  have  the  ability  to  increase  the  risk  profile  as  well  as  set  a  future  score  for 
use  the  next  time  a  case  becomes  District  Office  responsibility. 

Mandatory  Supervisory  Review 

ACS  automatically  refers  cases  classified  as  "No  Definitive  Action"  to  various 
supervisory  levels  for  review  using  a  combination  of  time,  risk  profile,  balance  and 
District  Office  allocation  level.  This  ensures  that  these  types  of  accounts  are  examined 
by  the  supervisor  at  least  once. 

Printing 

Use  of  on-site  printers  improves  turnaround  times.  Processing  of  a  print  request  initiated 
by  the  collector  normally  takes  place  overnight  and  the  form  or  letter  is  ready  for  printing 
the  next  morning,  with  all  printing  to  be  completed  by  the  end  of  that  working  day. 
Collectors  have  the  ability  to  request  immediate  printing  of  urgently-  required  forms  or 
letters.  Support  clerks  are  responsible  for  printer  operation,  including  forms  mounting, 
print  quality,  distribution  etc.  This  simplifies  the  verification  process  for  the  collector  as 
output  is  normally  received  only  once  per  day,  rather  than  following  each  individual  request. 
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APPENDIX  7 

SUPPLEMENTAL  INFORMATION 


SUPPLEMENTAL  INFORMATION 


This  appendix  will  serve  to  update  the  paper  as  new  information  becomes  available.  The 
material  included  at  this  point  was  supplied  by  Revenue  Canada,  Taxation  as  a 
consequence  of  their  recent  review  of  the  paper. 

As  of  November  1991,  the  Taxation  Programs  Branch  was  re-organized.  Functions  and 
reporting  arrangements  were  substantially  changed  to  increase  Program  delivery 
effectiveness  to  taxpayers  and  staff  alike.  New  organization  charts  are  included  on  the 
following  pages  and  should  be  referenced  when  reviewing  the  contents  of  this  paper. 

In  addition  to  the  reorganization  at  Head  Office,  a  major  review  of  how  services  and 
programs  are  delivered  in  district  offices  and  taxation  centres  is  also  underway.  This 
"modernization  initiative"  is  expected  to  have  a  major  impact  on  the  present  structure, 
grades  and  levels,  delegated  authority  and  program  delivery  in  the  field.  The  Department 
should  have  most  facets  of  this  new  structure  in  place  by  the  end  of  1992. 

Along  with  the  organization  charts,  a  copy  of  the  Department’s  new  mission  statement  is 
also  included  here. 


Revenue  Canada ,  Taxation 
Our  Mission  and  Our  Commitment 


Our  mission  is  to  support  Canada’s  social  and  economic  progress 
by  aiming  for  excellence  in  the  operation  of  the  Canadian  income 
tax  system. 


We  are  realizing  our  mission  through  a  highly  capable  and  dedicated  work  force  who 
ensures  that  all  obligations  are  understood  and  honoured,  all  entitlements  provided  for  by 
the  law  are  received,  and  all  our  clients  are  treated  in  accordance  with  the  Declaration  of 
Taxpayer  Rights. 


We  are  committed  to  quality  service 
built  on: 

•  responsiveness  and  accessibility; 

•  fairness  and  responsible  enforcement; 

•  simplicity  and  clarity; 

•  efficiency  and  continuous  improvement. 


We  are  committed  to  a  quality  organization 
built  on: 

•  leadership,  involvement,  and  teamwork; 

•  quality  training  and  professional  development; 

•  creativity  and  innovation; 

•  recognition  for  performance  and  results. 
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GLOSSARY  OF  DEPARTMENTAL 
ACRONYMS 


ABI 

- 

Active  Business  Income 

ABIL 

- 

Allowable  Business  Investment  Loss 

ACOM 

- 

Assessing  Committee 

ADM 

- 

Assistant  Deputy  Minister 

AIMS 

- 

Audit  Information  Management  System 

ANS 

- 

Automated  Notice  System 

ARIS 

- 

Audit  Results  Information  System 

ATPC 

- 

Automated  Taxpayer  Contact 

AVG 

- 

Averaging 

BCB 

- 

Bank  Charge-Back 

BEIA 

- 

Benefits  and  Employment  Income  Audits 

BTT 

- 

Business  Transfer  Tax 

CAAS 

- 

Computer  Assisted  Audit  Selection 

CAP 

1  - 

Career  Assignment  Program 

CCA 

- 

Capital  Cost  Allowance 

CCPC 

- 

Canadian  Controlled  Private  Corporation 

CDA 

- 

Cumulative  Deduction  Account 

CEC 

- 

Cumulative  Eligible  Capital 

CEIC 

- 

Canadian  Employment  and  Immigration  Commission 

CHORE 

- 

Charitable  Organization 

Cl 

- 

Central  Index 

CINDAC 

- 

Centralized  Individual  Accounting  and  Collecting 

CINFIP 

- 

CINDAC/FIP 

CMS 

- 

Compliance  Measurement  System 

COM 

- 

Computer  Output  Microfilm 

COP’S 

- 

Compliance  &  Other  Programs 

CORFIP 

- 

CORPAC/FIP 

CORPAC 

- 

Corporate  Accounting  &  Collections  System 

CRU 

- 

Correspondence  Referral  Unit 

CSU 

- 

Correspondence  Screening  Unit 

CTC 

- 

Child  Tax  Credit 

DB 

- 

Data  Base 

DCAP 

- 

Data  Capture 

DCR 

-  • 

Data  Centre  Responsibility  (see  also  TCR) 

DDE 

- 

Direct  Data  Entry 

DELPAC 

- 

Delinquent  Action  Processing  and  Control 

DO 

- 

District  Office 

DOA 

- 

District  Office  Assessed  or  Assessment  (Refers  to  a  Processing 
Flow  in  the  Taxation  Centres) 

DOF 

- 

District  Office  File 

DOR 

- 

District  Office  Responsibility 

DR 

- 

Discrepancy  Report 

DRS 

- 

Departmental  Reporting  System 

EDP 

- 

Electronic  Data  Processing 

EFAS 

EDP  Financial  and  Administrative  Services 

EFT 

Electronic  Funds  Transfer 

E.I. 

Error  Inspection 

EID 

Effective  Interest  Date 

E-MAIL 

Electronic  Mail 

E.&O.E. 

Enquiries  &  Office  Examination 

FIP 

Financial  Input  Processing 

FPE 

Financial  Period  End  or  Fiscal  Period  End 

FPS 

Fiscal  Period  Start 

FSTC 

Federal  Sales  Tax  Credit 

FTC 

Federal  Tax  Calculation 

FTC 

Foreign  Tax  Credit 

GAV 

General  Averaging 

GAV  CD 

General  Averaging  Code 

GL 

General  Ledger 

GREENBOOK  - 

A  Departmental  Statistics  Publication 

IAS 

Initial  Assessment  System 

I  &  C 

Identification  &  Compliance 

ICS 

Inventory  Control  System 

IDMS 

Integrated  Data  Management  System 

IIS 

Interactive  Instructional  System 

INC  CD 

Income  Code 

INCDED 

Income  &  Deduction 

IPS 

- 

Information  Processing  System 

ISA 

- 

Interdepartmental  Settlement  Advice 

ITA 

- 

Income  Tax  Act 

ITC 

- 

Investment  Tax  Act 

LFP 

- 

Late  Filing  Penalty 

LPP 

- 

Listed  Personal  Property 

MDC 

- 

Miscellaneous  Data  Capture 

MFC 

- 

Master  File  Correction 

MFT 

- 

Master  File  Transaction 

MIS 

- 

Management  Information  System 

NR4 

- 

Statement  of  Amounts  Paid  to  Non-residents  of  Canada 

OAS 

- 

Old  Age  Security 

OCR 

- 

Optical  Character  Recognition 

ONLEC 

- 

On  Line  Error  Correction 

OPMS 

- 

Operational  Performance  Measurement  System 

OS 

- 

Operating  System 

O/S 

- 

Outstanding 

OTIS 

- 

On-line  Taxpayer  Information  System 

P.A. 

- 

Post  Assessing 

PARC 

- 

Public  Archives  Records  Centre 

PAYDAC 

- 

Payroll  Deductions,  Accounting  &  Collections 

PEIB 

- 

Public  Enquiries  Information  Bank 

PGRT 


Petroleum  and  Gas  Revenue  Tax 


PIER 


Pensionable  and  Insurable  Earnings  Review 
Performance  Measurement  System 
Printout 


PMS 

P/O 

POF 

PSN 

PUC 

PUP 

Q.R. 

RAP 

RAPID 

RCGT 

RCGTOH 

RCT 

RDT 

RDTOH 

RIMS 

RMIS 

RPP 

RRIF 

RRSP 

SAS 

SIC 


Paid  on  Filing 

Processing  Sequenced  Number 

Paid  Up  Capital 

Personal  Use  Property 

Quality  Review 

Reassessing  Program 

Rapid  Information  for  District  Offices 

Refundable  Capital  Gains  Tax 

Refundable  Capital  Gains  Tax  on  Hand 

Revenue  Canada  Taxation 

Refundable  Dividend  Tax 

Refundable  Dividend  Tax  on  Hand 

Receivables  Inventory  Management  Subsystem 

Regional  Management  Information  System 

Registered  Pension  Plan 

Registered  Retirement  Income  Fund 

Registered  Retirement  Savings  Plan 

Supplementary  Assessing  System 

Standard  Industrial  Codes 


SIN 


Social  Insurance  Number 


S&N 

Sorting  &  Numbering 

SOS 

Struck  Off  Strength 

SPTC 

Share  Purchase  Tax  Credit 

STAC 

Seasonal  Tax  Assistance  Centre 

N 

STC 

Statistics  Canada 

T1 

Individual  Tax  Return 

T2 

Corporation  Tax  Return 

T3 

Trust  Tax  Return 

T4 

Statement  of  Earnings  and  Employer  Deductions 

T4A 

Statement  of  Pension  Retirement  Annuity  and  Other  Income 

T4U 

Statement  of  Unemployment  Benefits  Paid 

T5 

Statement  of  Investment  Income 

TAPMA 

Taxpayer  Master  Files 

TAS 

Tax  Analysis  System 

TAXADD 

Taxpayer  Address  T1  IDENT 

TAXFPO 

Tax  File  Print  Out 

TC 

Taxation  Centre 

TCR 

Taxation  Centre  Responsibility  (See  also  DCR) 

TCU 

Taxpayer  Contract  Unit 

TCWT 

Taxation  Centre  Walk-Through 

TIM 

Taxation  Information  Management 

TIP 

Taxbase  Income  Policies 

TOM 

Taxation  Operations  Manual 

TOS 

Taken  on  Strength 

TP 

Taxpayer 

TPC 

Taxpayer  Contract 

TPR 

Taxpayer  Request 

TPS 

Time  Production  System 

TPUSOH 

Tax-Paid  Undistributed  Surplus  on  Hand 

TRAD 

Tax  Record  Access  Division 

TRB 

Tax  Review  Board 

TRS 

Time  Reporting  System 

TSU 

Taxpayer  Services  Unit 

TTN 

Temporary  Taxation  Number 

V&C 

Verification  &  Collections 

WIP 

Work  in  Progress 

WTA 

Walk-Through  Assessment 

DATE  DUE 
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